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Stress tests in Europe and the
economics Anaysis - F@deral Reserve on a slower path

Financial Scenarios The widening gap between US and EMU events became even clearer this week. In Europe, macro
Daniel Navia data came surprisingly high in July’s PMI, but the main concern was obviously on the stress tests and
daniel.navia@grupobbva.com % z o p gly hig ) .y v ’ y . .

+34 91 537 83 51 their implications. The combination of “less bad” macro data and a powerful stress test is precisely

what saved the US back in 2009.

Marcos Dal Bianco

marcosjose.dal@grupobbva.com  This time around, however, on the other side of the Atlantic the focus remains on the much feared double dip.
+34 9153863 49 Bernanke’s remarks on his Congress appearance corroborated that the Fed shares the view that risks are
Maria Martinez Alvarez increasing. Bernanke refrained from saying what measures the Fed might take if a sharper slowdown were
maria.martinez.alvarez@grupobbva.com  to happen, but his “greater than normal” uncertainty is clearly a reason to expect a more cautious Fed. We
+34 91 537 66 83 are revising our Fed forecast and now expect gradual increases in the funds rate in the third quarter of 2011.

Ignacio Gonzalez-Panizo

gnacio gonzalezpanizo@gnupobbvacom +++-aNd the first signs of diverging monetary policy in emerging markets
+34 91 538 63 50 Brazil's central bank decision to hike by 50bp (instead of 75bp) and Banxico’s recent action suggests
some countries in Latin America are aware of the convenience of not raising too early or too fast. In Asia,
however, strong growth (as we expect in Korea next week) is still putting pressure to continue tightening.
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Markets

Federal Reserve is expected to raise rates in 3Q11
Given the more uncertain outlook and low risk of inflation, the Fed will maintain low rates for a prolonged

> period of time. BBVA Research has pushed back its baseline forecast for the first fed funds rate hike
Calendar to 3Q11 from 1Q11.

Highlights

Will the euro appreciate further? Medium-term views on the euro-dollar rate
The euro has recently recovered much of the ground lost against the USD, but we consider recent
2  euro strength a temporary factor, and our call is for a strengthening of the dollar in the medium-term.

Markets Data

Brazil: Moving towards a softer monetary tightening cycle in Brazil
The Central Bank adjusted the SELIC up by 50bps to 10.75%. This decision consolidates the view that
monetary tightening cycle in Brazil is going to be softer than expected.
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Doubts over the economic cycle are being reflected in sector performance

Nicolas Trillo

nicolas.trillo@grupobbva.com on equity markets

+34 91537 84 95 In the US doubts over the economic cycle are being clearly reflected in the sector performance of the
Exchange Rates Europe S&P 500..Unlike previous months .when_ the_re was Iittle_distinction b_etween cycligal anq defensive
Chief Strategist sectors, since doubts centred on financial risk, now during the sessions of falls in equity the best
Pablo Zaragoza performing sectors have been Food & Beverage, Tobacco, Utilities and Telecoms. The important point

pzaragoza@grupobbva.com

43491 374 38 64 is that, if we are really heading for a double-dip and not just a slowdown during the recovery phase

which is our view, the sectors that have traditionally been defensive will act as market safe havens

Strategy as they have during previous crises. Until now the debate was focused on the financial strength of
Chief Strategist countries and their financial systems, a scenario in which “there are no safe havens”.
Joaquin Garcia Huerga, CFA
ighuerga@grupobbva.com However, the sector trend in Europe is not as clear, because the debate is still on another issue
+34 91 374 68 30 ) . : . . .

(financial/sovereign risk, stress tests), and cyclical and defensive sectors are all bunched together
Credit Europe during falls in equity.
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Highlights

Federal Reserve is expected to raise rates in 3Q11

BBVA Research has pushed back its baseline forecast for the first fed funds rate hike to 3Q11 from
1Q11. Recent economic trends indicate that substantial economic slack remains and the pace of
growth is going to ease in the second half of the year. The employment situation could remain a drag
on economic growth and is likely to play a large role in Fed policy decisions. While the labor market
is improving, the tempo is not sufficient to result in a marked improvement in the unemployment rate.
Furthermore, new risks have emerged due to the EU’s sovereign debt problems, which have added
substantial uncertainty to the financial markets and economic outlook. In addition, inflation expectations
are well anchored and core inflation is expected to remain subdued through 2012. Given the more
uncertain outlook and low risk of inflation, the Fed will maintain low rates for a prolonged period. In
addition, if downside risks increase further, the Fed could re-start quantitative easing measures in
order to assure financial stability.

Will the euro appreciate further? Medium-term views on the euro-dollar rate
The euro has recently recovered much of the ground lost against the USD and reached again the
$1.30 level. Are we seeing a resurgence of the euro with room for further appreciation? Or is this
recent movement not expected to last? We think that this second alternative is more probable. The
recent euro appreciation is a clear result of less fear regarding the Eurozone crisis and, in particular,
the Spanish situation, specially after the successful Spanish debt auctions; as the previous fast dollar
appreciation was a clear symptom of market uncertainties about the resolution of the European crisis.
Also, recent negative surprises in US data weighed on the dollar. However, is still to soon to consider
that European debt crisis is over; stress test results this afternoon are key on this theme. But even
if risk aversion considerations recede, we think that fundamentals will increasingly sustain the USD.
Not only growth perspectives are better for the US and financials risk is higher in the EMU, which
implies that there will be formerly monetary policy normalization in the US, but also the Eurozone is
embraced in earlier fiscal consolidation; all factors that tend to weakens the common currency. In sum,
we consider recent euro strength a temporary factor, and our call is for a strengthening of the dollar in
the medium-term.

Brazil: Moving towards a softer monetary tightening cycle in Brazil

On Wednesday, the Central Bank adjusted the SELIC up by 50bps to 10.75%. In the previous two
monetary policy meetings the adjustments had been by 75bps. The slowdown in the pace of the
tightening is related to a recent moderation in both growth and inflation figures and also to concerns
about global growth. The monetary authority decision consolidates the view that monetary tightening
cycle in Brazil is going to be softer than expected. Just some weeks ago many expected the SELIC to
be in the 12%-13% range by the end of the year. At this point, even our 11.75% call can be seem as
hawkish. Risks are clearly tilted to the downside. The minutes of this week’s meeting, to be released
next week, should give us more information about future monetary decisions.
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Calendar: Indicators

USA: Real GDP (qoq annualized) (2Q10, July 30th)

Forecast: 3.2% Consensus: 2.5% Previous: 2.7%

Comment: The economy is expected to expand at a faster pace in the second quarter than in the first.
Fiscal stimulus and inventories continue to support economic growth, but private demand is taking
hold as well. Business investment in equipment and software strengthened in 2Q10, but consumer
spending grew at a slower rate. Market Impact: A negative surprise in second quarter growth would
indicate significant weakness in the economy and increase the debate about the necessity of additional
fiscal stimulus.

USA: Consumer Confidence (July, July 27th)

Forecast: 52.4 Consensus: 52.0 Previous: 52.9

Comment: Consumer confidence is expected to drop in July and remain close to the average that
it has maintained for over a year. Even though the employment situation has begun to improve,
households remain concerned about its slow pace of recovery. Market Impact: A slowdown in
consumer confidence would support our expectation that the pace of growth of consumer spending
will slow in the second half of the year. Consumers are waiting to see a faster pace of hiring and more
certainty in the economic outlook.

Eurozone: Inflation flash estimate (July, July 30th)

Forecast: 1.6% yly Consensus: 1.8% yly Previous: 1.4% yly

Comment: We expect headline inflation to accelerate again in July by around 0.2pp, although with high
uncertainty given the sales effect and the VAT hike in Spain, which should be transferred to consumer
prices more moderately than in past such changes due to the weakness of private consumption. The
flash estimate does not provide information about core inflation, for which we forecast a stable rate.
Market Impact: A negative surprise could significantly affect markets, which can read it as a further
deterioration in consumers’ confidence and spending.

Eurozone: Unemployment rate (June, July 30th)

Forecast: 10% Consensus: 10% Previous: 10%

Comment: Unemployment is expected to have remained broadly stable in June, as observed
since early this year, supported by the rebound of economic activity in Q2. However, the trend of
unemployment is to increase slightly over the second half of the year (by around 0.3pp), in line with
our scenario of a weak economic growth. Market Impact: An increase of unemployment rate to 10.1 is
also possible and would be interpreted as a sign of renewed downward pressures in economic activity,
with negative effects on economic confidence.

Korea: GDP growth (2Q10, July 26th)

Forecast: 6.7% yly Consensus: 7.1% Previous: 8.1%

Comment: Given robust external demand, a recovering labor market and rising consumer confidence,
we expect growth momentum in Q2 to be strong. Market Impact: a higher-than-expected GDP
outturn could increase expectations of further interest rate hikes, following the BOK's first hike in the
current tightening cycle earlier this month. Nonetheless, stronger GDP growth would be interpreted
positively as a sign of strength in the global economy, despite expectations of a slowing H2 in Korea
and elsewhere in Asia.

Mexico: IGAE, May (July 27th)

Forecast: 0.2% m/m Consensus: n.a. Previous: 1.0%

Comment: against April's evolution, industry and services would support monthly activity indicator.
Released figures from car production (2.9% m/m vs 0.8% m/m average Jan-April) and slightly better retail
sales evolution, are positive signals on GDP growth in 2T10. Market Impact: high volatility and some
delay respect reference date limit the IGAE’s impact on markets, but considering the market sensitiveness
to cycle related figures, a negative surprise on Mexican growth would have an effect on markets.
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Markets Data

Close Weekly change Monthly change Annual change
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© Japan (Yen-Dollar) 87.36 0.8 -2.1 -7.9
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Peru (General Lima) 14091 1.3 -0.2 1.8
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Sources: Bloomberg, Datastream and JP Morgan
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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.

This document is provided in the United Kingdom solely to those persons to whom it may be addressed according to the Financial Services and Markets
Act 2000 (Financial Promotion) Order 2001 and it is not to be directly or indirectly delivered to or distributed among any other type of persons or entities.
In particular, this document is only aimed at and can be delivered to the following persons or entities (i) those outside the United Kingdom (ii) those with
expertise regarding investments as mentioned under Section 19(5) of Order 2001, (iii) high net worth entities and any other person or entity under Section
49(1) of Order 2001 to whom the contents hereof can be legally revealed.

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 and the rest of entities in the BBVA Group which are not members of the New York Stock Exchange or the National Association of Securities Dealers,
Inc., are 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”.



