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The ECB signals a July increase as it
holds its rate at 1.25%

« No surprises, “strong vigilance” wording is used -thereby signalling a 25bp
rate hike in July- and the fixed rate “full allotment” is extended for Q3

« Tough line on Greece was reiterated. ECB’s position is strongly against
restructuring and excludes anything that is not absolutely voluntary and
that would trigger a credit event

Bottom line: all in all, and although nothing in this meeting invalidates our baseline scenario of
only one further hike during the rest of the year, recent events reinforce our bias that the ECB
might bring forward our expected hikes for early 2012 (in January and April), taking official
rates to 1.75% by year-end and 2.0% by Q112. More gradualism thereafter (a pause beginning
in Q2 12) is highly likely, particularly as risks on the periphery have recently intensified. Today’s
decisions show the “separation principle”. If necessary the ECB could once again delay the
“phasing-out” of the exceptional liquidity measures and extend them for Q4. With respect to
Greece, the ECB has no choice but to strongly oppose against any kind of restructuring which
is “not purely voluntary” to try to influence on decisions that will be not taken by them. For the
ECB it will be an “enormous mistake to embark on a decision that would trigger a credit event”
i.e. they judge that there is no difference between “soft” restructuring and restructuring as the
impact (contagion) will be the same.

As broadly expected, the ECB kept rates unchanged at 1.25%. In the context of upward revisions
to the projections for 2011 HICP inflation and real GDP growth (2012 broadly unchanged), the ECB
uses the code phrase “strong vigilance” in its statement, thereby signalling that a 25bp hike will
most likely take place in July. Also as expected, the Government Council decided to extend the
fixed rate “full allotment” liquidity provision to banks during 3Q11 for the weekly MRO operations
and the T-month LTRO"as long as necessary” and “at least until 11 October 20171, as well as for

the 3-month LTROs -which would have otherwise ended on June 29th-for July, August and
September (the rates in these three-month operations will be fixed at the average rate of the
MROs over the life of the respective LTRO). In turn, the ECB guarantees enough liquidity at least
until the end of the year. The acute problems in peripheral countries (some banks are still too
dependent on the loose liquidity provision) have forced the ECB once again to delay the “phasing-
out” of the exceptional liquidity measures. In contrast, and although not explicitly mentioned or
implicitly hinted, the SMP -bond purchase program- has de facto stopped. Resumption is unlikely
given the recent debate on the possibility of a “soft” restructuring for Greece. About this, the ECB
maintained the tough line that members have taken in the course of the last month.

Regarding forecasts, economic growth for 2011 was revised slightly upwards from 1.7% to

19%, as economic momentum in Q1 was stronger than anticipated. In spite of this revision,

the Eurosystem updated forecast envisages further moderation in economic growth for the
remainder of the year. For 2012, the Staff’'s projection for GDP growth remains broadly unchanged
at 1.7%. These figures now imply a slight deceleration in economic activity, in line with our
macroeconomic scenario (1.7% for 2011 and 15% for 2012). Nevertheless, we also see some upside
risks to our projections for this year. Overall, the ECB continue to see the risks to this economic
outlook as broadly balanced, although with high uncertainty. Regarding the outlook for prices,
inflation has been revised upwards by O.3pp to 26% in 2011, mainly due to upward innovations
observed over the first quarter as a conseguence of higher commodity prices. For 2012, annual
inflation is expected to revert below the ECB's target to 1.7%, as projected three months ago.
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Overall, these figures are in line with our projections that envisage a further increase in inflation
in coming months to rates close to 3% y/y in the third quarter, moderating afterwards to remain
slightly below the ECB's target from the second quarter of next year. Nevertheless, along with the
ECB Staff, we continue to see upside risks to this inflation outlook, coming from further increases
in energy prices than anticipated that could end up materialising into higher indirect effects.

As usual, there was no guidance on policy moves beyond the July meeting. However, the ECB
has maintained a hawkish tone and a pro-active approach. Recent comments from members
have been on the hawkish side and have signalled that “if the economy continues to grow” more
gradual moves are possible as “the very low level of interest rates that we have does not seem
fully justified” (Bini Smaghi) and therefore “there is now a greater need to proceed with monetary
policy normalization so as to prevent expectations of higher inflation from becoming entrenched”.
Therefore, 25bp hikes in the following three quarters seem likely now but continued increases
thereafter are unlikely, particularly as risks on the periphery have recently intensified.

Chart1
Euro-Dollar: intraday change (ER each 5 minutes)

Chart 2
ECB: use of MROs and LTRO (% by country, April data)
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Annex 1. Tracking the changes..

Jean-Claude Trichet, President of the ECB,
Vitor Constancio, Vice-President of the ECB,
Helsinki; 5-MayFrankfurt am Main, 9 June 2011

Ladies and gentlemen, tne \/|ce Presrdent and | are very pleased to vvelcome you to our press
conferenc e j ; :

Gevemrng%euneﬂ We vv||| now report on tne outcome of tnetodays meetrng which was also
attended by Commissioner Rehn.

Based on its regular economic and monetary analyses, the Governing Council decided to keep

the key ECB interest rates unchanged-feflewing-the25-basispointinerease-on7Aprt20H. The
mformatron that nas become avarlable since therour meetlnq on5 May 2011 conﬁrms our

Weeentrneeteseecontrnued upvvard pressure on overall |nf|at|on marnly ovvrng to energy and
commodity prices. Whilethe-rronetary-analysistrdicatesthattheThe underlying pace of monetary
expansron is sth—naeeterate—menetaryqraduallv recovering. Monetary liquidity remains ample-anéd

. with the potential to accommodate price pressures_in the
euro area. Furthermore, the most recent eeenerie-data confirm the positive underlying
momentum of economic activity in the euro area, with-while uncertainty eertirtirgte-be-remains
elevated. AHOverall, our monetary policy stance remains accommodative, lending support to
economic activity. On balance, risks to the outlook for price stability are on the upside. Accordingly,
strong vigilance is warranted. On the basis of our assessment, we will act in a firm and timely
manner. We will do all-HHs-essertiaHthat- that is needed to prevent recent price developments de
Retgivedgiving rise to broad-based inflationary pressures. frflation-expectationsthe-edroarea
mastWe remain firmly-arehered-strongly determined to secure a firm anchoring of inflation
expectations in the euro area in line with our aim of maintaining inflation rates below, but close to,
2% over the medium term. Seehareherrg-This is a prerequisite for monetary policy to make an
ongorng contnbutron tovvards supportrng eeenernregrovvtn and job creation in the euro area SWWith

FeHewrng—tne—@%eﬂaFteeeneearteHaereaseane Governlnq Councrl todav also decrded to

continue conducting its main refinancing operations (MROs) as fixed rate tender procedures with
full allotment for as long as necessary. and at least until the end of the ninth maintenance period of
2011 on 11 October 2011, This procedure will also remain in use for the Eurosystem’s special-term
refinancing operations with a maturity of one maintenance period. which will continue to be
conducted for as long as needed, and at least until the end of the third guarter of 2011. The fixed rate
in these special-term refinancing operations will be the same as the MRO rate prevailing at the time.
Furthermore, the Governing Council decided to conduct the three-month longer-term refinancing
operations (LTROs) to be allotted on 27 July, 31 August and 28 September 2011 as fixed rate tender
procedures with full allotment The rates in these three-month operations will be fixed at the
average rate of the MROs over the life of the respective LTRO.

As stated on previous occasions, the provision of liquidity and the allotment modes for refinancing
operations will be adjusted when appropriate, taking into account the fact that all the non-standard
measures taken during the period of acute financial market tensions are, by construction,
temporary in nature.
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Let me now explain our assessment in greater detail, starting with the economic analysis. In the
first quarter of 2011, the euro area recorded strong real GDP #growth of 0.8% guarter-on-quarter,
following the 0.3% increase of the fourth quarter of 2010+ecert, Recent statistical releases and
survey-based indicators point towards a continued pestive-underiinrgroementarmexpansion of
economic activity in the euro area during-thefirstadarterof 20Hand-at-the-beginning-ofin the

second quarter _of this year, albeit at a slower pace. This easing reflects the fact that the strong
growth in the first quarter was partly due to special factors, which will cease to play a role in the
second guarter. Hence, it is appropriate to look through such short-term volatility and to emphasise
the positive underlying momentum of economic activity in the euro area. Looking ahead, euro area
exports should be supported by the ongoing expansion in the world economy. At the same time,
taking into account the kigh-favourable level of business confidence in the euro area, private sector
domestic demand should contribute increasingly to economic growth, benefiting from the still
accommodative monetary policy stance and the measures adopted to improve the functioning of
the financial system. However, activity is expected to continue to be dampened somewhat by the
process of balance sheet adjustment in various sectors.

This assessment is also reflected in the June 2011 Eurosystem staff macroeconomic projections for
the euro area, which foresee annual real GDP growth in a range between 15% and 2.3 % in 2011 and
between 0.6 % and 2.8% in 2012. Compared with the March 2011 ECB staff macroeconomic
projections, the range for 2011 has been revised upwards, while the range for 2012 remains broadly
unchanged. The June 2011 Eurosystem staff projections are broadly in line with recent forecasts by
international organisations.

In the Governing Council's assessment, the risks to this economic outlook remain broadly balanced
inan enwronment of elevated uncertamty On the one hand ngebal—tFaeiemay—eeﬂ%Hfrue%e@%ew
favourable
busmess conﬁdence could prowde more support to domestlc economic act|V|ty in the euro area
than currently expected_and higher foreign demand could also contribute more strongly to growth
than expected. On the other hand, downside risks relate to the ongoing tensions in some segments
of the financial markets that may potentially spill over to the euro area real economy. Downside
risks also relate to further increases in energy prices, partiettary-iR-view-of-ongoing-geopeotitcat
tensionst-Nerth-Africaanda-the-Middle Eastand-te-protectionist pressures and the possibility of a

d|sorder|y correctlon of global |mbalances£+naHHHeFeaFeSH+Fae%e+%+a#Hsk&s%emﬂ%ng#em%he

With regard to price developments, euro area annual HICP inflation was 2.87% in ApritMay
according to Eurostat’s flash estimate, after 278% in Mareh-April. The irerease-inrelatively high
inflation rates durirgseen over the firstfourpast few months ef20H-largely reflects higher energy
and commodity prices. Looking ahead, inflation rates are likely to stay clearly above 2% over the
coming months. Upward pressure on inflation, mainly from energy and commodity prices, is also
discernible in the earlier stages of the production process. It isremains of paramount importance
that the rise in HICP inflation does not translate into second-round effects in price and wage-setting
behaviour and lead to broad-based inflationary pressures. Inflation expectations must remain firmly
anchored in line with the Governing Council's aim of maintaining inflation rates below, but close to,
2% over the medium term.

—The June 2011 Eurosvgtem staff macroeconomlc Dr0|ect|ons for the euro area
foresee annual HICP mflatlon in a range between 25% and 2.7% for 2011 and between 11% and 2.3%
for 2012. In comparison with the March 2011 ECB staff macroeconomic projections, the range for
HICP inflation in 2011 has been revised upwards, largely reflecting higher energy prices. The
projection range for 2012 has narrowed somewhat. It is appropriate to recall that the staff
projections are conditional on a number of purely technical assumptions, including oil prices,
interest rates and exchange rates. In particular, it is assumed that oil prices will decline somewhat
and that short-term interest rates will rise, in accordance with market expectations. Overall the
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projections embody the view that the recent high rates of inflation do not lead to broader-based
inflationary pressure in the euro area.

Risks to the medium-term outlook for price developments remain on the upside. They relate, in
particular, to higher than assumed increases in energy prices. Furthermore, there is a risk of
increases in indirect taxes and administered prices that may be greater than currently assumed,
owing to the need for fiscal consolidation in the coming years. Finally, upside risks alse-relatete-may
come from stronger than expected domestic price pressures in the context of the-ergeirg
recevery-ractivibyincreasing capacity utilisation in the euro area.

Turning to the monetary analysis, the annual growth rate of M3 irereasedte23%-ir-Mareh264:
from219%6rFebraary-was 2.0% in April 2011, after 2.3% in March. Looking through the recent
volatility in broad money growth-eaused-by-speciaHaetors, M3 growth has continued to edge up
over recent months. The annual growth rate of loans to the private sector reratred-breadhy
whehanged-at 25%ir-Mareh-after 26%-rFebraary-strengthened slightly to 2.6% in April, after 25%
in March. Overall, the underlying pace of monetary expansion is gradually piekirg-tp-butitremains
moderaterecovering. At the same time, monetary liquidity accumulated prior to the period of
financial market tensions remains ample-ara+ray-faciitatetheaccomrmeodatien-of_with the

potential to accommodate price pressures in the euro area.

Looking at M3 components, the annual growth rate of M1 rermainred-broadiy-drehanged-in
Marehdecreased in April, while that of other short-term deposits increased. The development partly
reflects the gradual increase in the remuneration of these deposits over recent months. At the same
time, the steep vield curve implies a dampening impact on overall M3 growth, as it reduces the
attractiveness of monetary assets compared with more highly remunerated longer-term
instruments outside M3._However, available information suggests that this impact may be waning.

On the counterpart side, there has been a further slight strengthening in the growth of loans to non-
financial corporations, which rose to 1.0% in April, after 0.8% in March-after6:6%rFebruary. The
growth of loans to households was 3.4% in March-compared-with-3:0%-A-Febraary-teeking
threugh-sherttermvolatifitystheApril, unchanged from the previous month. The latest data confirm
a continued gradual strengthening in the annual growth of lending to the non-financial private
sector.

The overall size of bank balance sheets has remained broadly unchanged over the past few months,
notwithstanding some volatility. It is important that banks continue to expand the provision of credit
to the private sector in an environment of increasing demand. To address this challenge, where
necessary, it is essential for banks to retain earnings, to turn to the market to strengthen further

their capital bases or to take full advantage of government support measures for recapitalisation. In
particular, banks that currently have limited access to market financing urgently need to increase
their capital and their efficiency.

To sum up, based on its regular economic and monetary analyses, the Governing Council decided

to keep the key ECB interest rates unchanged-fellewing-the25-basis-peirtinerease-on/Aprit20H.

The |nformat|on that has become ava|lab|e since %heﬂour meetingon b l\/lav 2011 conﬂrms e

Weeeﬂﬁﬂee%eeeecontmued upward pressure on overall |r1f|at|or1 maml\/ ovvmg to energy and
commodity prices. A cross-check of the outcome of the economic analysis with that of the sigrails

eernirg-fromegrmonetary analysis indicates that-while the underlying pace of monetary
expansion is stiHrederaterrenetary-gradually recovering. Monetary liquidity remains ample-anéd
ay-faciiate-, with the aceermredation-of-potential to accommodate price pressures_in the euro
area. Furthermore, the most recent eesrerie-data confirm the positive underlying momentum of
economic activity in the euro area, with-while uncertainty eentirgingtebe-remains elevated. AtHA
alHHs-essentialOverall, our monetary policy stance remains accommaodative, lending support to
economic activity. On balance, risks to the outlook for price stability are on the upside. Accordingly
strong vigilance is warranted. On the basis of our assessment, we will act in a firm and timely
manner. We will do all that is needed to prevent recent price developments de-ret-givediving rise to
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broad-based inflationary pressures. {rflator-expectationsinthe-euroarea-rustWe remain firraby

anehereg-strongly determined to secure a firm anchoring of inflation expectations in the euro area

in line with our aim of maintaining inflation rates below, but close to, 2% over the medium term.
Suehanehoerirg-This is a prerequisite for monetary policy to make an ongoing contribution towards
supportmg eeeeemregrowth and job creation in the euro area—\%ﬁmrnterest—rate&aeressmee%e

Turning to f|scal
policies, all parties involved in the preparation of the 2012 national budgets must ensure that they
are fully in line with the requirement to support confidence in fiscal policies. A comparison between
the latest economic forecasts by the European Commission and the fiscal plans embodied in the
stability programmes points to the need for many countries to underpin their budget targets with
concrete consolidation measures in order to correct their excessive deficits by the commonly

acrreed deadlines. The mplementatron of credlble fiscal ea+aﬂeeiearg—ets—rfer—2944—that—ﬂfrey—have

M

trategre is cruoal in view of ongorng fmanoal market pressures

At the same time, iHs-efHthe-utrestimpertance-thatsubstantialthe implementation of ambitious
and far-reaching structural reforms be-implermented-is urgently required in the euro area ir-erder

to strengthen substantially its grewth-petertial-competitivenessanrd, flexibility and longer-term
growth potential. In particular, countries which have high fiscal and external deficits or which are
suffering from a loss of competitiveness should embark-errapidly carry out comprehensive
economic reforms. In the case of product markets, policies that enhance competition and
innovation should-partiettar-tbe-further be vigorously pursued to speed-dprestracturingandto

brirgabeutimprovementstrfacilitate productivity_growth. Regarding the labour market, the
priority must be to enhance wage flexibility and incentives to work, and to remove labour market

rigidities.

We are now at your disposal for guestions.
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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) (@) to (d) ("high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, or (i) 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 personsThe 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.



