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Progress on banking union, fiscal union left behind

The European Council of 13-14 December provided, as expected, only advances on the banking union, and was
disappointing on fiscal union. Progress made on the banking union was positive, broadly in line with
expectations. Political supports to the Single Supervisory Mechanism and new deadlines for next actions have
been announced. Since the October European Council, the new information refers mainly to two issues:
operational conditions for direct recapitalization will be presented in the first semester of 2013 and a Single
Resolution Mechanism (SRM) proposal will be delivered during the course of 2013. The SRM will be based on
industry‘s contributions. There is no mention to the fourth pillar of the banking union (single deposit guarantee
scheme). The fiscal leg of the roadmap to complement the monetary union seems to have been completely
dropped, beyond what has been already approved (mostly the Six Pack and the Stability Treaty). There is no
mention of central control of national budgets, any form of debt mutualisation, and even the recent proposal of a
countercyclical shock absorber has been dropped.

e On Banking Union, key milestone with agreement on Single Supervisory Mechanism

1. First Pillar: Harmonized regulation: the European Council urges co-legislators (Council and
Parliament) to reach a rapid agreement and adoption on the CRDIV (possibly before year end) and calls
for a final agreement on the Resolution Directive (RRD) and the Deposit Guarantee Scheme Directive
before June 2013. Finally it confirms that it looks forward to the Commission’s follow-up to the Liikanen
report.

2. Second Pillar: Single Supervisory Mechanism (SSM). As expected the European Council welcomes
the agreement reached within the Council on 13 December and calls on the co-legislators to rapidly
agree as to allow its implementation as soon as possible. This agreement was reached after weeks of
tough negotiation and strikes a balance between the different interests of Member States and European
Institutions. The endorsement of the SSM proposal marks a breakthrough for the European Union by
giving a legal form (and concrete calendars) to the implementation of the second pillar of the Banking
Union. On the negative side, there has been considerable delay in the implementation calendars
implying that the SSM will not be fully operative before March 2014 at the earliest (for further analysis
see attached Regulatory Watch). The document discussed at the ECOFIN established that the ECB
would directly supervise the institutions considered “significant”. An institution will be deemed as
significant if any of the following criteria are met: (i) total assets over €30bn, or (ii) total assets to
domestic GDP over 20%, or (iii) two or more subsidiaries or branches in another Member State or (iv)
the national supervisor considers an institution of domestic relevance at the domestic level. Moreover,
the ECB will also supervise those entities having requested or received European public financial
assistance. The agreed scope of SSM is less ambitious than the far reaching Commission proposal, but
seems to be balance compromise.

3. Third Pillar: Common Resolution.

e Direct recapitalization. For the first time a deadline (June 2013) has been given for the definition of
operational criteria that would govern this framework, including the definition of legacy assets (which
has a symbolic relevance). This set of criteria is a necessary but not sufficient condition for any direct
recapitalization, which will only occur once an effective SSM is established and always following a
regular decision by the ESM.

e Single Resolution Mechanism (SRM). The calendar remains unchanged so a concrete proposal is
expected for 2013. Some interesting details are given regarding the SRM funding, which should be
primarily private (from banks participating in the SSM) but relying on a credible, strong public
backstop (that would be recovered ex-post through some form of bank levy, widely in line with the
provisions of the EU Recovery and Resolution Directive).

4. Fourth Pillar: Single Deposit Guarantee Scheme. There is no mention to this goal partly because is a
medium/long term objective but also because is the most difficult one to achieve.



e Disappointing on fiscal integration

e The Council asked President Van Rompuy at its June meeting to present proposals to advance in both
areas (fiscal and banking) for this meeting, but after the interim October summit it was already clear that
the focus was going to be put on banking integration. The expectations of further integration towards
further control of national budgets at EU or Eurozone level in exchange for any form of mutualization of
public debt, which have been subject to debate over the past two years, have been definitely left behind.
A recent document by the European Commission included several options of debt mutualization
(eurobills and the German-inspired Debt Redemption Fund, among others), but this issue has not been
mentioned, not even as a possibility in the long-term, and it is unlikely that it reappears until after the
coming German elections in the Autumn of 2013.

e More recently, the blueprint presented by President Van Rompuy (in cooperation with the presidents of
the ECB, the EC and the Eurogroup) included less ambitious proposals, focused on two areas already
hinted in the October summit: A stabilization fund to compensate countries that suffer asymmetric
macreoconomic shocks, which would have been financed by a new fiscal capacity of the EU, and an
mechanism of financial incentives to complement a contractual approach for structural reforms
(“solidarity mechanisms”). The first mechanism has already been dropped from the agreement, while the
second has been retained, but it will require further consultations and will be analysed by the Council in
June 2013. Such mechanism may be useful, especially as it may help to compensate the short-term
costs attached to structural reforms, which typically show their benefits only the longer term. However,
unless the quantities involved are large, they are unlikely to become a game changer in the always
difficult political process of adoption of reforms.
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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.
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to prevent and avoid conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for
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