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Highlights

e Unemployment drops to 7.7% with decline in labor force

Despite the surprising drop in the unemployment rate and the minimal reported impact of Hurricane Sandy,
the November employment data should be taken with a grain of salt. Driving down the unemployment rate
to 7.7% (the lowest since December 2008) was a simultaneous decline in the labor force, down 350K
following two consecutive months of gains. According to data on the labor force status flows, more than 8%
of employed workers dropped out of the labor force, while slightly less dropped out from unemployed
status. This is likely a result of discouraged and long-term unemployed individuals leaving the workforce
given that the number of those unemployed for 27 weeks and over declined more than 4% for the month.
Similarly, the participation rate declined from 63.8% in October to 63.6% in November, while the
employment-to-population ratio fell to 58.7%.

Nonfarm payroll growth was relatively strong for November, beating consensus expectations for a modest
80K increase on pessimistic expectations for Sandy’s impact. Overall payrolls increased 146K for the
month, with private hiring up 147K. However, the figures for the past two months were also revised down
fervently by 49K which makes the additions for November a little less robust than they seem. In general,
the BLS reported little impact from the storm given the overlap between months, but the household survey
did note a significant jump in the number of people “unable to work due to weather.”

Those who are employed saw their average workweek remain the same as in October but wage inflation
rose slightly, up 0.2% after no change in the previous month. This increase is not enough however, to
support sustainable job growth in the coming months and with the fiscal cliff only weeks away, it is likely
December and early 2013 will see mixed reports across the board in terms of employment. The volatile
changes in the labor force population also imply underlying weakness in employment sustainability

e Manufacturing activity contracts as services expand in November

Far below economists’ estimates, the ISM Manufacturing Index fell to its lowest level since 2009. Dropping
to 49.5, the ISM in some aspects reflects the impact of Hurricane Sandy that devastated the East Coast
and hindered both production and demand. This is most heavily reflected in the plunge in new orders from
54.2 to 50.3. Although still in expansionary territory, new orders have shrunk considerably in November as
businesses dealt with restarting their production post-Sandy while the less-affected firms still hesitate to
make purchases prior to fiscal policy action. This slowing domestic demand is paired with declining foreign
demand as Europe has yet to stabilize enough to demand more goods from the U.S. and China is plagued
by the same sluggish recovery.

A more cautious view on future demand may also explain the fall in inventories as companies determine
the risks behind over-production based on lack luster demand. Overall, the ISM’s fall into contractionary
territory should be temporary as Sandy’s impact dwindles over the coming weeks and December figures
perk up slightly. However, until U.S. fiscal policy is clear and European and Asian demand recovers, we do
not expect the ISM index to recover quickly

On the other hand, the ISM Non-Manufacturing Index accelerated slightly from 54.2 in October to 54.7 in
November with a large push from overall business activity and new orders. The employment component
was the weakest, falling to 50.3 and marking the lowest point since July. According to the ISM indices, the
services sector has been faring much better than manufacturing throughout the past year, with the gap
widening in the last six months. However, we expect that businesses in both sectors will be cautious
entering 2013 as the effects of various fiscal reforms (or lack thereof) are realized.



Week Ahead

U.S. Trade Balance (October, Tuesday 8:30 ET)
Forecast: -$42.8B Consensus: -$42.7B Previous: -$41.5B

The trade deficit is expected to increase in October after falling to a two-year low in September. The third quarter
closed on stronger-than-expected export growth, mostly related to petroleum products. However, various business
surveys have noted a slowing in both export and import demand as we moved into the fourth quarter. Demand from
our largest trading partners, despite last September’s increase and a weaker dollar, doesn’t seem sustainable given
the downward pressures on global growth. With the holiday season approaching, October’s figures could reflect rising
domestic demand and business needs to import consumer goods. Import prices increased slightly in October and
could push the nominal value slightly above that of exports, resulting in a slight worsening of the trade balance. Still,
the increasing anxiety as the fiscal cliff approaches will surely keep trade levels subdued throughout 4Q12.

Retail Sales, Ex Auto (November, Thursday 8:30 ET)
Forecast: 0.3%, 0.2% Consensus: 0.4%, 0.0% Previous: -0.3%, 0.0%

Retail sales are expected to rebound slightly in November as the Northeast recovers from the storm and consumers
get geared up for the holiday season. As Sandy’s impact becomes realized we await its lasting effects throughout
indicators. Since retail sales are not restricted to the East alone, demand throughout the nation should fuel a
turnaround in sales despite the lingering damage from Sandy. Auto and truck sales have increased in November
which should lift retail sales slightly as parts and features are purchased. In addition, the post-Thanksgiving sales
should boost retail spending for November as many shoppers spent hours queued in order to nab some early holiday
gifts. Unfortunately, the impending fiscal cliff situation has impacted business and consumer confidence nationwide
and the uncertainty could limit significant gains in sales for the month.

Consumer Price Index, Core (November, Friday 8:30 ET)
Forecast: -0.1%, 0.0% Consensus: -0.2%, 0.2% Previous: 0.1%, 0.2%

The consumer price index is forecasted to drop slightly as commodity prices fall on average and the drought’s effect
on agricultural prices becomes less evident. Grain prices overall fell in November, impacting the price of feed which
was in turn driving the price of livestock and meats. In addition, energy prices, excluding natural gas, have been
declining in November, putting downward pressure on headline inflation. Although the rise in natural gas muffled the
decline in oil prices, WTI and Brent crude oil prices may have edged down far enough to outweigh the rise in natural
gas. Shelter may be an upward force for core inflation but the increase has been steady and November’s figures
don’t purport much of a push from home prices. There is also little pressure in terms of wages, further evidencing the
subdued consumer inflation figures for November.

Industrial Production (November, Friday 9:15 ET)

Forecast: 0.3% Consensus: 0.2% Previous: -0.4%

Industrial production was hit hard in October as Hurricane Sandy shut down businesses for several days toward the
end of the month. Despite various economic indicators noting a negative spillover to November, manufacturing
surveys have reported increasing production for the month. The production component of the ISM accelerated in
November despite a decline in the overall index, while the production jump in the Chicago survey may indicate
strength in areas that were unaffected by the storm. Auto sales did jump significantly in November and could signal a
positive contribution to the production figure. Overall we expect there to be an increase in the production data based
on the recovering Northeast along with nationwide manufacturing and production increases.

Market Impact:

This week has a number of leading indicators that are worth paying attention to. The magnitude of the U.S. trade
deficit is the first and may tell us how imports are fairing and whether demand globally for U.S. goods is shrinking.
Retail sales should give us a glimpse into how businesses are doing now that Sandy’s effects are waning and the
holiday season arrives. Inflation data is not expected to send markets into a frenzy, particularly with most of the focus
on the FOMC meeting announcement on Wednesday. Overall, we expect some good news out of next week but with
the fiscal cliff deadline only weeks away it is unlikely next week will spur any calm.



Economic Trends

Graph 3
BBVA US Weekly Activity Index
(3 month % change)

Graph 4
BBVA US Monthly Activity Index & Real GDP
(4Q % change)

15 ~

-20 -
2008 2009 2010 2011 2012

3 r 10
=—==GDP

2 )
== MAI (rhs)

1 - -0

o \ T T T -5

1 - - -10

-2 - -15

-3 - -20

4 - - -25

5 - - -30

2008 2009 2010 2011 2012

Source: BBVA Research

Graph 5
BBVA US Surprise Inflation Index
(Index 2009=100)

Source: BBVA Research & BEA

Graph 6
BBVA US Surprise Activity Index & 10-yr Treasury
(Index 2009=100 & %)
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Graph 7
Equity Spillover Impact on US
(% Real Return Co-Movements)

Source: Bloomberg & BBVA Research

Graph 8
BBVA US Recession Probability Model
(Recession episodes in shaded areas,%)
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Financial Markets
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Financial Markets
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Currencies 6-Month Forward Exchange Rates
(Dpe & Ypd) (Yen & Pound / US$)
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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 3.25 3.25 325 325 1M Fed 0.16 0.16 0.16 0.07
Credit Card (variable 1398 1398 1412 139 SMLibor 031 031 031 054
1€ ( ) ) ' ' ' 6M Libor 0.52 0.53 0.53 0.76
New Auto (36-months) 278 278 3.07 3.76 12M Libor 0.85 0.86 0.86 1.08
Heloc Loan 30K 5.40 5.39 541 5.52 2yr Swap 0.35 0.37 0.38 0.65
5/1 ARM* 2.69 272 2.73 2.93 5yr Swap 0.75 0.75 0.77 1.26
15-year Fixed Mortgage ¥~ 2.67 2.64 2.69 3.27 10Yr Swap 1.68 1.66 1.65 2.19
30-year Fixed Mortgage * ~ 3.34 332 340 399 30yr Swap 2.59 2.58 2.48 2.78
Monev Martet 051 051 050 051 7day CP 0.14 0.32 0.17 0.75
ney ' ' ' ' 30day CP 0.18 0.15 0.20 0.58
2-year CD 0.87 0.87 0.86 0.95 60day CP 0.20 0.19 0.20 0.47
90day CP 0.21 0.22 0.20 0.49
*Freddie Mac National Mortgage Homeowner Commitment US Source: Bloomberg & BBVA Research

Source: Bloomberg & BBVA Research

Quote of the Week

Alan Greenspan, Former Chairman of the Federal Reserve
Interview with Bloomberg Surveillance
6 December 2012

"The presumption that we're going to have a painless solution to this [fiscal cliff], I think, is fantasy...there are a lot

of risks out there but the one thing I can be reasonably certain of is we won't get through this whole issue without
some pain.”

Economic Calendar

Date Event Period Forecast Survey Previous
11-Dec International Trade Balance OCT -$42.8B -$42.7B -$41.5B
11-Dec Wholesale Inventories OCT 0.3% 0.4% 1.1%
12-Dec  Import Prices (MoM) NOV -0.3% -0.5% 0.5%
12-Dec  Export Prices (MoM) NOV -0.1% - 0.0%
12-Dec FOMC Meeting Announcement DEC 0.25% 0.25% 0.25%
13-Dec  Advance Retail Sales NOV 0.30% 0.40% -0.30%
13-Dec  Retail Sales Less Autos NOV 0.20% 0.00% 0.00%
13-Dec  Producer Price Index (MoM) NOV -0.30% -0.50% -0.20%
13-Dec PPl Ex Food & Energy (MoM) NOV 0.10% 0.20% -0.20%
13-Dec Initial Jobless Claims 8-Dec 365K 370K 370K
13-Dec  Continuing Claims 1-Dec 3190K 3215K 3205K
13-Dec  Business Inventories OCT 0.4% 0.3% 0.7%
14-Dec Consumer Price Index (MoM) NOV -0.10% -0.20% 0.10%
14-Dec CPI Ex Food & Energy (MoM) NOV 0.00% 0.20% 0.20%
14-Dec Industrial Production NOV 0.3% 0.2% -0.4%

14-Dec  Capacity Utilization NOV 78.30% 78.00% 77.80%



Forecasts

2011 2012 2013 2014
Real GDP (% SAAR) 1.8 2.1 1.8 2.3
CPI (YoY %) 3.2 2.0 21 24
CPI Core (YoY %) 17 2.1 1.9 2.0
Unemployment Rate (%) 9.0 8.1 8.0 7.6
Fed Target Rate (eop, %) 0.25 0.25 0.25 0.25
10Yr Treasury (eop, % Yield) 2.0 1.7 2.4 2.7
US Dollar/ Euro (eop) 1.32 1.25 1.31 1.31
Note: Bold numbers reflect actual data
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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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