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US Weekly Flash

Highlights

e Falling Gas Prices Drag Down Headline Inflation Again in May

- The consumer price index declined slightly more than expected in May, down 0.3% following no change in
April. The energy index declined 4.3% in May after falling 1.7% in April, with the index now at the lowest
level since February 2011. Gas prices led the overall decline, dropping 6.8% following a 2.6% decrease in
the previous month. Food prices were unchanged in May for the first time in three months. On a YoY basis,
headline inflation dropped from 2.3% in April to 1.7% in May, the lowest rate in more than a year.

- Despite the recent swings in headline inflation, core prices held steady at 0.2% MoM for the third
consecutive month. Most of the pressure stems from medical care and shelter prices, which increased
0.5% and 0.2%, respectively. Other components are also adding pressure to core inflation, including
apparel and used car prices, which increased 0.4% and 1.0%, respectively. On a YoY basis, core inflation
holds steady at 2.3%, with medical care services jumping to 3.9% and shelter at 2.3%.

- Our current forecast assumes Brent oil prices above $120pb in the next five months, which seems high
now compared to the latest price of $113pb in May. This sharp decline in oil prices has created a
downward bias for our headline inflation forecast, which stands at 2.5% for 2012. Also, current trends in
medical care and shelter prices, as well as other components, continue to present an upward bias for the
core figure, which we expect may end the year slightly higher than our current 2012 forecast of 1.9%.

e Retail Sales and Production Data Hint at Slowing Activity in May

- Retail sales declined 0.2% in May following a downwardly revised 0.2% drop in April. Auto sales increased
slightly for the second consecutive month, up 0.8%. However, retail sales excluding autos declined 0.4%,
with declines in most of the core components. In particular, gasoline sales weighed on the nominal figure,
dropping 2.2% as a result of falling gas prices. On the bright side, the drop in inflation led to a 0.1%
increase in real retail sales for May after dropping 0.3% in April. While the nominal figure hints at slowing in
consumer activity, the real estimate is more encouraging.

- Industrial production was also weaker than expected in May, falling 0.1% after jumping 1.0% in April.
Strength in mining and utilities, which increased 0.9% and 0.8%, respectively, was not quite enough to
offset weakness in the manufacturing component (-0.4%). Given April’'s growth, we continue to expect that
production will have a positive impact on GDP growth in 2Q12. In other manufacturing news, the Empire
State Survey fell sharply from 17.09 in May to 2.29 in June, with declines in most of the major components.
Still, the overall index and the new orders and shipments components remain in expansionary territory.
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Week Ahead

Housing Starts and Building Permits (May, Tuesday 8:30 ET)
Forecast: 720K, 725K Consensus: 721K, 729K Previous: 717K, 715K

Recent trends in housing activity have been positive, and new home starts and permits are both expected to increase
slightly in May. The homebuilder confidence index for the month jumped to the highest level of the recovery,
suggesting that current conditions improved significantly from April. However, the latest weakness in consumer data
and the discouraging labor market conditions may limit housing activity in May. Building permits, which offer a leading
look at the housing sector, dropped in April and indicate that gains in new home starts may be minimal.

FOMC Meeting Announcement (June, Wednesday 12:30 ET)
Forecast: 0.25% Consensus: 0.25% Previous: 0.25%

The latest FOMC statement and minutes had noted a slightly more centrist committee with lower probability of
quantitative easing. However, increasing uncertainties stemming from the situation in Europe and the data released
throughout the intermeeting period may influence more immediate action. Recent speeches from Fed presidents
highlight mixed responses to the extremely weak labor market data, presenting a more divided committee compared
to the meeting minutes. The probability of extending Operation Twist, which expires this month, has increased
significantly and quantitative easing remains an option, depending on whether the weak trends continue throughout
the next few months. The more likely scenario would be an extension of OT. While this would have only a small
impact on rates and economic activity, it could be a tailwind to financial markets since the policy action would indicate
that the Fed is ready to act whenever it is needed. With 10-year rates at all-time lows, it will be difficult, if not
impossible, to stimulate the economy further with monetary policy unless the Fed gets creative.

Jobless Claims (Week Ending June 16", Thursday 8:30 ET)
Forecast: 380K Consensus: 380K Previous: 386K

Initial jobless claims have trended higher on average in April and May compared to earlier months. So far, the trend
appears to be the same for June, with the first half of the month averaging slightly over 380K. The data reflect the
discouraging employment conditions which have weakened significantly since the first quarter, though it is not yet
clear whether this is due to the seasonal shift in job gains to the warmer-than-usual winter months. Ultimately, in the
next month we do not expect a sharp drop in claims back down to the 350K level.

Existing Home Sales (May, Thursday 10:00 ET)
Forecast: 4.65M Consensus: 4.57M Previous: 4.62M

Existing home sales are improving only gradually as expected, increasing in April following two consecutive months
of declines. In May, we expect that slow improvements in housing activity will continue, with existing sales up 10% on
a YoY basis. The latest homebuilder confidence index increased significantly and suggests stronger sales of existing
homes despite weakness in other consumer data. On a positive note, median prices of existing sales did increase in
April, though this did bring down the affordability index for the month.

Market Impact

The central focus this week will be on Wednesday’s FOMC meeting announcement and press conference, with
markets looking for the Fed’s response to weaker employment data and uncertainty stemming from Europe. An
extension of Operation Twist, the more likely scenario, would ease market anxiety and support the Fed’s highly
accommodative stance. However, weekend developments in Europe could incite more concerns if the Greek
elections do not prove to be sustainable.



Economic Trends
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BBVA US Monthly Activity Index & Real GDP

(4Q % change)
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Graph 5
BBVA US Surprise Inflation Index
(Index 2009=100)
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BBVA US Surprise Activity Index & 10-yr Treasury
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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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Financial Markets
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Financial Markets

Graph 15
Commodities
(Dpb & DpMMBtu)

Graph 16
Gold & Commodities
(US$ & Index)

115 -5
110

105 -4
100

95 -3
90

85 - 2
80 WTI

Natural Gas (rhs)

75 T T T 1

Jun-11 Sep-11 Dec-11 Mar-12 Jun-12

1,800 ~ - 330
- 320
- 310
1,700 -
- 300
- 290
1,600 -
- 280
= Gold - 270
== Commodities Index (rhs)
1,500 - - - - - 260

Jan-12 Feb-12 Mar-12 Apr-12 May-12 Jun-12

Source: Bloomberg & BBVA Research

Source: Haver Analytics & BBVA Research

Graph 17 Graph 18
Currencies 6-Month Forward Exchange Rates
(Dpe & Ypd) (Yen & Pound / US$)
1.52 r 87 85 - 0.70
Yen/US$
147 Euro 85 84 7 Pounds/US$ (rhs)
' Yen (rhs) 83 ~ - 0.68
1.42 82 1
81 - - 0.66
1.37 80 -
79 A - 0.64
1.32 78 |
1.27 77 - 0.62
76 -
1.22 75 75 T T T — 0.60

Jun-11 Sep-11 Dec-11 Mar-12 Jun-12

Jun-11 Sep-11 Dec-11 Mar-12 Jun-12

Source: Bloomberg & BBVA Research

Source: Haver Analytics & BBVA Research

Graph 19 ] Graph 20
Fed Futures & Yield Curve Slope Inflation Expectations
(% & 10year-3month) (%)
2.4 - - 0.25 3.5 -
0.23
2.2 0.21 —5-yr Breakeven
= 10-yr Implicit
2.0 0.19
0.17
1.8 0.15
0.13
1.6 011
14 4 ===Slope (10yr-3m) - 0.09
' ==12m Ahead Fed Funds (ths) | o g7
1.2 T T T T : 0.05 1.5 T T . .
Jun-11 Sep-11 Dec-11 Mar-12 Jun-12

Jan-12 Feb-12 Mar-12 Apr-12 May-12 Jun-12

Source: Haver Analytics & BBVA Research

Source: Bloomberg & BBVA Research



Interest Rates

Table 1 Table 1
Key Interest Rates (%) Key Interest Rates (%)
4-Weeks  Year Week 4-Weeks Year
Last Weekago  ago ago Last ago ago ago
Prime Rate 305 305 305 3.5 1M Fed 0.17 0.17 0.16 0.10
Credit Card (variable) 1410 1410 1410 1373 M Libor 0.47 0.47 047 025
ed ' ' ' ' 6M Libor 0.74 0.74 0.74 0.40
New Auto (36-months) 343 3.07 3.13 371 12M Libor 1.07 1.07 1.07 0.73
Heloc Loan 30K 5.56 5.56 5.52 552 2yr Swap 0.56 0.58 0.67 0.64
5/1 ARM* 2.80 2.84 2.83 3.27 5yr Sw ap 0.96 1.02 1.10 1.84
15-year Fixed Mortgage * ~ 2.98 2.94 3.04 3.67 10Yr Swap 1.74 1.82 1.85 3.09
30-year Fixed Mortgage * ~ 3.71 367 379 450 30yr Swap 2.42 2.51 2.49 3.94
Money Market 0.72 0.72 0.72 0.62 7day CP 0-30 0.29 019 014
ney ' ' ' ' 30day CP 0.40 0.37 0.34 0.17
Z-year CD 00 090 0% 106 60day CP 0.44 0.37 042 023
90day CP 0.44 0.34 0.46 0.26
*Freddie Mac National Mortgage Homeowner Commitment US Source: Bloomberg & BBVA Research

Source: Bloomberg & BBVA Research

Quote of the Week

President Barack Obama
Remarks by the President on the Economy — Cleveland, Ohio
14 June 2012

“I believe that you can’t bring down the debt without a strong and growing economy. And | believe you can’t have a
strong and growing economy with a strong and growing middle class. This has to be our North Star — an economy
that's built not from the top down, but from a growing middle class, that provides ladders of opportunity for folks
who aren’t yet in the middle class.”

Economic Calendar

Date Event Period Forecast Survey Previous
18-Jun NAHB Housing Market Index JUN 27.00 28.00 29.00
19-Jun Housing Starts MAY 720K 721K 717K
19-Jun Housing Starts (MoM) MAY 0.42% 0.60% 2.60%
19-Jun  Building Permits MAY 725K 729K 715K
19-Jun  Building Permits (MoM) MAY 1.40% 0.80% -7.00%
20-Jun FOMC Meeting Announcement JUN 0.25% 0.25% 0.25%
21-Jun Initial Jobless Claims 16-Jun 380K 380K 386K
21-Jun Continuing Claims 9-Jun 3280K 3275K 3278K
21-Jun Existing Home Sales MAY 4.65M 4.57M 4.62M
21-Jun Existing Home Sales (MoM) MAY 0.65% -1.10% 3.40%
21-Jun Philadelphia Fed Survey JUN 2.00 0.00 -5.80

21-Jun Leading Indicators MAY 0.10% 0.10% -0.10%



Forecasts

2011 2012 2013 2014
Real GDP (% SAAR) 1.7 2.3 2.2 25
CPI (YoY %) 32 25 22 24
CPl Core (YoY %) 1.7 1.9 1.8 1.9
Unemployment Rate (%) 9.0 8.2 7.8 7.4
Fed Target Rate (eop, %) 0.25 0.25 0.25 0.50
10Yr Treasury (eop, % Yield) 2.0 2.2 2.7 3.1
US Dollar/ Euro (eop) 1.31 1.25 131 1.31

Note: Bold numbers reflect actual data

Kim Fraser
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”),
(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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