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Global growth concerns deepen

Anxiety increased this week after the US employment report hit recovery hopes: the US economy did
not create any jobs in August. It was a much worse than expected jobs report. Only 17K net private jobs
were created, the weakest outturn since the economy began to add jobs in the current cycle (since
March 2010). This week also brought further signs of a slump in global manufacturing activity. However,
the slower pace of deterioration in August points to a less pessimistic outlook than feared (with the
exception of the EZ). PMIs have been falling for several months, suggesting that: things are getting worse.
The Global PMI, compiled by JP Morgan, declined for the sixth consecutive month to 501 in August from
507 in July, reaching its lowest level since July 2009, and staying just barely above the 50 threshold
which separates expansion from contraction. Data in the US and China came out better than expected:
the US ISM index did still fall, but declined less than anticipated and stayed above 50 (506), while Chinas
PMI was slightly below expectations, but rebounded modestly to 509, following consecutive slips for
four months (from 534% in March to 50.7% in July), and in our view it continues to point to a soft landing
scenario. More worrying were the PMI figures for the EZ: final manufacturing PMI was reported to have
fallen by O7 points more than in the flash estimate, taking the headline composite reading below 50
(down to 490), signalling contraction for the first time since September 2009.

Fed action likely in September; ECB to shift to a neutral stance

As a result of increasing downside risks to activity, significant reactions from central banks are likely to
come in September. Minutes released On Wednesday from August's FOMC meeting were more dovish
than expected and showed that the bias towards additional action is growing (see highlight). Given

that those favouring further easing (a 7-3 majority?) considered the change in the forward guidance (ie.
the pledge to hold rates until mid-2013) a “measured response”, additional accommodative measures
are likely if the economic outlook deteriorates further. Possibly, the outlook did just that on Friday after
the jobs report was released. The most likely move by the FOMC at the September 20-21 meeting is to
announce a lengthening of the average maturity of the Fed's balance sheet. Meanwhile, Mr. Trichet's
comments before the European Parliament on Monday marked a significant shift away from the ECBs
recent rhetoric and appeared to pave the way for a neutral tone in next week’s Introductory Staterment
to the ECB's regular monthly meeting (see highlight). Meanwhile, central banks in emerging countries are
continuing to shift their focus from inflation to growth: in an unexpected movement, the Brazilian CB cut
its reference interest rate (SELIC) by 50bp to 120%, after hiking it by 25bps at the last meeting in July.

Chart 1
Manufacturing slowdown
in Purchasing Managers’ Index
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Highlights

Fed: Bias towards action growing
FOMC minutes show more willingness from the Fed to ease.

Source: Bloomberg and BBVA Research

ECB signals readiness to pause
Mr. Trichet's comments marked a significant shift away from the ECB's recent rhetoric.

China: Broadening of reserve requirements amidst a robust PMI outturn
With activity indicators pointing to robust growth momentum, the move is understandable.
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Markets

The difficulties European banks are encountering in obtaining funding in

dollars are pushing up Libor/Ois spreads

The performance of the spreads which have traditionally been used to measure financial risk -
namely the Libor/Ois - is reflecting different profiles in the US and Europe. Although both have
increase since the end of June, Europe has risen considerably more since the Ois (in this case
Eonia) has dropped, reflecting expectations of excess liquidity over a very long period and a
probability of cuts to rates. In the US the movement has been much more moderate (see chart)
and has primarily come from the widening of the Libor (since rates are anchored at zero, the
downside for the Qis is limited). It is important to note that this widening of the Libor is being
caused by the difficulties that foreign banks are having in obtaining funding in dollars, especially
European banks, due to concerns over their exposure to the sovereign risk crisis

Stock markets closer to technical supports

In our opinion, something else is necessary for the technical rebound to become a bull rally since
underlying problems are still there: European banks continue to face sovereign and financing
risks (which is why the ABE has proposed to authorise banks to issue EU-backed bonds) and the
uncertainty surrounding the extent and duration of the global slowdown and the cutback on
2012e EPS is increasing. We would closely watch implied volatilities: as long as the VIX (S&P-500)
and the V2X (EuroStoxx-50) indices remain well above 25 and 30 vegas respectively, we would
maintain a cautious stance on stock markets.

Investors give credit markets a breather after the sharp widening in August
After the sharp widening in August, in which credit markets registered their worst performance
of the last three years, there has been a brief respite and credit spreads have tightened slightly.
Despite the fact that the month has started out stronger, overall market sentiment is far from
positive. Investors remain cautious as they await solutions for the three main factors in Europe
that are generating uncertainty: i) the European sovereign crisis, which is not only exclusive to the
periphery countries, ii) the unfolding of the second bailout of Greece, iii) the delay in the rollout

of the new functions of the EFSF. In the week to date there has been a generalised tightening of
spreads in the synthetic indices.

Chart 3
3M Libor - Ois spreads, Us and Europe
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Fed: Bias towards action growing

FOMC minutes described a deteriorating recovery in the US, lowering notably its forecasts and
painting a morose picture of current conditions. In particular, the state of the economy leaves it
vulnerable to shocks, which may arise from European sovereign debt issues, unfolding US fiscal
austerity, and household financial conditions. On the other hand, high resource slack will contain
any inflation fears for a considerable time. The FOMC discussed possible tools for implementing
more accommodation at this stage: lowering the interest on excess reserves, lengthening the
average maturity of the SOMA, use of more forward guidance, and possibly tying decisions to a
numerical inflation or unemployment rate. Despite some FOMC members’ beliefs that monetary
policy may be ineffective in combating long-term rigidities, the minutes show more willingness
to ease from the Fed, although we think they are not sure at present about which tool will pack
the best value for money. Given the easing camp felt that the use of forward guidance was a
measured step towards more aggressive easing, we can expect more accommaodative measures
if economic conditions deteriorate further.

ECB Signals readiness to pause

The ECB now seems to be re-evaluating policy in light of recent events, as it made a number

of wording changes that made the most recent overall statement less hawkish. Although the
changes in the tone were significant, the ECB did not soften its remarks that the risks to price
stability “remain on the upside’ ie. the only certain implication was that (at least) the pace of
hikes (one every three-months) would slow down. However, a worsening outlook for growth
suggests that the ECB has little reason to expect inflationary pressures in the near future. Mr.
Trichet's comments before the European Parliament on Monday marked a significant shift away
from the ECB's recent rhetoric and appeared to pave the way for a neutral tone in next week’s
Introductory Statement to the ECB's regular monthly meeting (September 8). The key change is
that the ECB is reassessing inflation risks: Mr. Trichet said that inflation risks were “under study”
rather than “on the upside”. Moreover, the phrase that monetary policy ‘remains accommodative”
was not brought up. These are major changes if we recall that ECB's communication over the
past months was increasingly giving the impression that the two hikes were not only pre-emptive
moves but rather the beginning of a rate ‘normalisation” cycle (the economic outlook was not as
supportive for engaging on such a path, but it seemed that it was the ECB’s desire judging by its
messages). Mr. Trichet seems to be paving the way to make a shift to a more neutral assessment
of inflation risks and thus signal a readiness to pause. This, together with a worsening outlook
(revisions to the ECB staff macroeconomic projections will also be unveiled on 8 September)
implies that the ECB will most likely embark on a monetary policy pause that could be
prolonged considering that staff projections for both growth and inflation are likely to be lowered
significantly. It is our view that by doing that, it would signal a “wait and see mode”.

China: Broadening of reserve requirements amidst a robust PMI outturn
Against a backdrop of growing downside risks to the global economy, the latest (August) reading
of the Manufacturing Purchasing Managers Index (PMI) shows that China's economy remains
resilient. In particular, the PMI ticked up for the first time in four months, to 509% from 50.7% in
July, within the 50+ expansion zone. The rebound reflects steady industrial production and robust
domestic demand. While the outturn was slightly below expectations (Consensus: 510%; BBVA:
514%), and new export orders fell due to weakening external demand, it should nevertheless help
bolster confidence in China's growth momentum. Separately, early this week the authorities were
reported to have broadened the base for calculating banks' required reserve ratios, amounting

to an effective tightening of 100-130bp in the RRR. The specific move, to be phased in over six
months, is to include banks margin deposits in the calculation, which has been interpreted by
the market as an effort by the authorities to clamp down on credit extended through bankers’
acceptances and other such loopholes. It came as somewhat of a surprise as many observers
had not expected further monetary tightening measures given the rise in global uncertainties.
However, with activity indicators pointing to robust growth momentum and inflation having
reached a high of 6.5% in July, the move may be understandable, and in line with our previous
expectations of another hike in the RRR and one more interest rate hike.
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Calendar: Indicators

Eurozone: Retail sales (July, September 5th)
Forecast: -0.3% m/m Consensus: -01% m/m Previous: 0.7% m/m

Comment: we expect retail sales to have declined further at the beginning of Q3, as high
uncertainty over the economic outlook combined with high unemployment rates weighed on
consumers’ sentiment. These figures mean that retail sales should remain below Q2 levels, while
recent soft data does not reveal any positive sign pointing to a clear recovery in household
spending in the rest of the quarter. Market impact: despite the high volatility of this series, a sharp
fall in retail sales could be read as further evidence of another quarter with very weak growth,
increasing fears about a double-deep in the eurozone.

Eurozone: GDP 2nd estimate (Q2, September 6th)
Forecast: 0.2% y/y Consensus: 0.2% y/y Previous: 0.8% y/y

Comment: we expect quarterly GDP growth to be confirmed at 0.2% g/a, slowing considerably
from 0.8% g/q in Q1. More relevant news will come from the detailed breakdown of GDP,

which is not likely to be very satisfactory, as national data, especially from Germany and

France, suggest that private consumption in the eurozone could have slowed in Q2 more than
previously anticipated and that the small growth figure could be explained to a great extent

by an unexpected accumulation of stocks. In addition, trade balance data point to a marginal
contribution of exports to quarterly growth. Overall, we continue to see still robust external
demand as the main driver in the eurozone activity, and the key support for investment. Market
Impact: disappointing figures on growth should increase market fears about the fragility of the
recovery, as global demand is expected to slow further, while domestic demand does not take the
lead of the recovery.

US: ISM Non-Manufacturing Index (August, 6th)
Forecast: 51.5 Consensus: 51.2 Previous: 52.7

Comment: the ISM Non-Manufacturing Index is expected to decline slightly in August for the third
consecutive month as the economy struggles to maintain a strong recovery. Declining consumer
confidence and increasing uncertainties regarding the business outlook likely put a damper on
service activity for the month. Despite weak labor market growth, service employment continues
to outperform other sectors. Thus, it is likely that the index will continue to indicate increasing
economic activity, although at a slower pace. Market Impact: a larger-than-expected decline in the
index will increase concerns of a slowing recovery and warrant negative market reactions.

US: International Trade Balance (July, 7th)
Forecast: -$54.0B Consensus: -$50.0B Previous: -$53.1B

Comment: continued weakness in the global economy likely contributed to a widening of the
trade balance for July. Export expansion in the service sector has slowed, and concerns of
sluggish growth and activity in global markets likely impacted external demand. Auto imports

are expected to rebound now that supply chain disruptions from the Japanese earthquake

have faded. Furthermore, rising import prices in July likely inflated the value of imports. Thus, we
expect reduced exports and increased imports to contribute to a modest deterioration of the
trade balance. Market Impact: the lagged trade balance report usually attracts little attention from
markets, however a large deterioration could have significant implications for 3Q11 GDP.

China: August inflation (Sept 9th)
Forecast: 6.1% y/y Consensus: 61% y/y Previous: 6.5% y/y

Comment: we expect inflation to ease after having peaked in July, on moderating food prices and
favourable base effects. That said, the August outturn is likely to remain well above the authorities’
comfort level as inflation pressures persist, causing the PBoC to keep a close eye on liguidity.
Looking forward, we expect inflation to fall further during the rest of the year, providing room for
possible stimulus measures, if needed, in light of global uncertainties. Market impact: a higher-
than-expected inflation outturn could reignite expectations of another rate hike, which have
recently diminished due to slowing growth and heightened global uncertainties.
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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 (i) redistributed or (i) 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 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”.
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