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Short-lived relief

Sentiment among investors has slightly improved this week, supported by more benign economic data
in the US and in Germany, the positive stance of the German Constitutional Court on the Greek bail-oLt,
the fiscal measures adopted in Italy and the expectations of global policy coordination. In the US, ISM-
Services increased to 533 in August, above July’s level, suggesting that the service sector is continuing

to expand, while industrial production and retail sales came in much better than expected. Nevertheless,
uncertainties about global growth and the resolution of eurozone debt crisis remain high. In the US,

the latest Beige Book report suggests that labour market weakness continues to weigh on the sluggish
economic recovery. In this context, there is a great expectation about President Obamas jobs package,
which is worth an estimated $300bn (at the time that this report was written, Mr. Obama has not yet
started his speech). In Europe, there are still doubts around the scope and eventual effectiveness of the
current stabilization mechanism (EFSF) to intervene in the markets and restore confidence. This suggests
that it may be difficult to restore investor confidence in the near term, unless a coordinated policy is taken
in light of the G/ meeting this week and the IMF meeting in two weeks' time. Thus, we think the positive
impact of a possible approval by the national parliament on EFSF's amendment will have a short-life.

The ECB is not only signalling a “wait-and-see mode” but also an easing bias
The ECB has shown it concern over the economic situation, in line with other Central Banks. The

ECB has revised downward its outlook for growth and has remarked that risks are on the downside.
Eurosystem staff projections foresee annual real EZ GDP growth in a range between 14% and 18 % in
201 and between 04 % and 24% in 2012. This compared with a previous range of 15% and 2.3 % in 2011
and between 06 % and 28% in 2012. Overall, the ECBSs staterment and press conference marked a shift
to a waitand-see stance (as expected) but leaned (more than expected) to the dovish side. Significant
wording changes were reinforced by the tone of the press conference. It is our view that by doing that,
the ECB is not only signalling a “wait-and-see mode” but also an easing bias. The ECB will likely embark on
a prolonged monetary policy pause. However, by implicitly adopting an easing bias, it paves the way for a
rate cut if downside risks to growth intensify further (see ECB watch).

Next week EC will release its economic forecast. Market will pay attention to a possible agreement on
Finland's request for Greek collateral and to the informal ECOFIN meeting.

Chart1
US Services sector continues to expand

Chart 2
Uncertainties have turned to Italy
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Highlights

Eurozone 2Q11 GDP figures confirmed the weakness of the domestic demand...
.. against expectations of a take over.

Source: Bloomberg and BBVA Research

A broad look at monetary policy in Emerging Markets

EM Central Banks have reacted to the global uncertainties by halting their monetary tightening.
Nevertheless, lower price pressures in Latam countries might support interest rate cuts in the
region, while in Asia tightening may resume if uncertainties disappeatr.
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Peripheral countries and central banks will set the trends for interest rates markets
Interest rate markets have started September with very volatile performance, mainly driven

by three factors: peripheral European countries, global growth and central banks” actions. With
regard to central banks, if our anticipated scenario is confirmed we would expect to see the whole
Eonia rate curve move above 75bp (deposit facility rate). In the US, the market will be focused on
Bernanke’s and Obama’s speeches. These two statements may clear up doubts over whether the
Fed will announce fresh stimulus measures or not once and for all, especially an “Operacion Twist”.
Even so, in view of the current levels we do not see much potential for upwards or downward
movement in the Treasuries curve.

SNB Effectively Pegs EURCHF at 1.20

On Tuesday, the Swiss National Bank (SNB) took the unprecedented step of marking CHF to the

EUR at EURCHF 1.20. Given the severity of Tuesday’s CHF move, we believe the SNB might have a
decent shot of successfully defending EURCHF 1.20 in the weeks ahead although we note in this
current global macro environment some bid for CHF is likely to remain and the SNB wiill likely need

to be prepared to directly intervene in FX markets - possibly daily. We believe the result of Tuesday’s
announcement could be the cessation of the CHF as an outright safe-haven currency in the near-term.

Credit markets pause

Following five consecutive days of widening, on Wednesday sentiment on credit markets
improved, fundamentally following the ruling by the German Constitutional Court that the bailout
deal was legal. This rebound was expected following the significant widening of the previous
days. Before Wednesday the iTraxx Main had widened 80% YTD, most of which in the last few
weeks. Despite the rebound, we do not expect this positive sentiment to continue, since the great
uncertainties afflicting Europe have yet to be resolved.

A fresh rally on European equity markets... from two-year lows

Attacks on equity markets happen: first was European sovereign risk, then the global slowdown
and now European bank funding. The problem of bank funding is not a problem with liabilities,
but rather assets, and cleaning up assets. The global slowdown and European sovereign risk
make this clean-up more challenging. While investors remain focused on these two factors
(watching global macro data and national votes on the EFSF), and in the absence of new drivers
(eg. changing the liquidity criteria of Basel Ill, possibility of issuing EU-guaranteed bonds, eto),
bank funding problems will remain, and with them pressure on equity markets.

Chart 3
Libor Ois Spread vs. EuroStoxx
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Eurozone 2Q11 GDP confirmed weak domestic demand

Data confirmed a clear slowdown in activity, larger than anticipated (BBVA Research: 0.4% g/c;
Consensus: 03% g/g) and after growing 0.8% in Ql. External demand continued to be the main
growth driver, while domestic demand was weak, contradicting expectations that it could take

over during first semester. Q2 growth was supported by net exports, contributing with O.2pp as

a result of exports growing at 10% g/g and a modest growth in imports (05% g/q), both slowing
compared to Q1 (20% and 15%, respectively). The larger slowdown in imports reflected a fall in
private consumption higher than our expectation, and a sharper slowing in investment. Change in
inventories contributed positively with Olpp while public consumption fell by 0.2% qg/q, as expected,
after rising in Q1. As a result, domestic demand contribution was nil in Q2. Recent data showed more
shadows on the economic situation in Q3. Recent data showed more shadows on the economic
situation in Q3. In particular, our MICA model for short-term growth forecasts points towards a timid
contraction in the current quarter, although so far it is only based on confidence indicators.

A broad look to monetary policy in Emerging Markets

With an increase in uncertainties to the global economic outlook, Central Banks in Asia appear

to be taking a pause from further interest rate increases. The latest evidence came from the

Bank of Korea, despite rising inflation—to 5.3% in August, well above the 2-4% target range—

they left interest rates unchanged at 3.25%. The Central Bank flagged weakness in the outlook

for developed economies, while still expressing confidence in the resilience of the domestic
economy. Also this week, the Reserve Bank of Australia and Bank of Indonesia remained on

hold at 4.75% and 6.75% respectively. As expected, Malaysia and the Philippines followed suit

at their meetings today, in line with other central banks who appear to have shifted to pause,
including the People’s Bank of China (PBoC) and the Reserve Bank of India, both of whom had
implemented aggressive tightening campaigns earlier this year. At the same time, Central Banks
remain on alert for inflation, with Thailand's central bank hiking rates as recently as August 24, and
the PBoC continuing to take steps to curb credit growth. Moreover, the stance of monetary policy
across the region remains highly accommodative on the whole, and with inflation pressures
persisting and growth so far proving surprisingly resilient, we expect tightening to resume if and
when the global environment stabilizes. Currency appreciation is also expected to continue,
especially given prospects of renewed capital inflows to the region.

Latin American Central Banks halted the monetary tightening, amidst new signs of global economic
weakening and low inflation. They might even begin some relaxation as inflation remains low and
the global economic situation deteriorates. Most countries will feel more constrained to apply fiscal
stimulus due to lower commodity prices and already high levels of public expenditures. In this
context, LATAM currencies might have reached a high water mark in this cycle, as evidenced by the
weakening of the Brazilian Real and the pressures on the Argentine peso.

In the case of Eastern Europe, the initial reaction from Central Banks will be (is already in place)
a “‘wait and see” attitude. Most will stop the monetary tightening but we do not see a significant
easening as inflation remains relatively high in some of the countries. We see low margin for
fiscal policy as the “Western Europe demo” effect is alive and because in these countries fiscal
indicators are not as comfortable as in other EM areas, so it will be difficult to observe fiscal
easening. On exchange rate, the natural situation (@assuming the stop of the increase in interest
rate differential) would imply lower appreciation pressures.
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Eurozone: Industrial production (July, September 14th)
Forecast: 0.5% m/m Consensus: n.a. Previous: -0.7% m/m

Comment: We expect industrial production to have increased in July, although not enough to
offset the significant fall recorded in the previous month. Despite the rebound of July, industial
production should be still at the same level of the average of Q2, after slowing significantly over
H1 2011. Although this performance was somewhat expected after the strong recovery observed
in 2010, the industrial sector has also been facing lower orders from abroad. More worrying signs
came from confidence surveys, as they point to a possible contraction of the industrial sector

in Q3. Nevertheless, after the strong rebound in German industrial production in July, we see
some upside risks to our forecast. Market impact: A sharp decline in industrial production could
increase concerns about a double-deep in the eurozone.

Eurozone: HICP (August, September 16th)
Forecast: 2.5% yly Consensus: 2.5% y/y Previous: 2.5% y/y

Comment: We expect HICP inflation to be confirmed at 2.5% y/y in August for the second month
in a row, as suggested by the flash figures. Core inflation should have remained broadly stable at
15% yly, while inflation in more volatile components should also have remained relatively stable

or even slowing timidly. Overall, we continue to see inflation rising slightly further the coming
months, driven by a rebound in prices of non-energy industrial goods (especially in Italy). Going
forward, headline inflation should moderate at the end of the year, driven by favorable effects in
energy prices, to revert below the ECB target at the beginning of 2012. Market Impact: We do not
think that inflation data should greatly affect markets, but a moderation in core inflation somewhat
higher than expected combined with increased fears of double-dip could lead markets to price a
more expansionary monetary policy in the coming months.

Retail Sales, Ex. Auto (August, September 14th)
Forecast: 0.2%, 0.3% Consensus: 0.2%, 0.2% Previous: 0.5%, 0.5%

Comment: The back-to-school shopping season likely had a positive impact on retail sales for
August, and Hurricane Irene most likely contributed to a boost in sales of home supplies toward
the end of the month. However, domestic and imported auto sales were down slightly in August,
and lower crude oil prices may have led to a nominal decline in gasoline sales. As consumer
confidence remains weak, we expect retail sales to continue growing but at a slower MoM

pace. Market Impact: Sustained growth in retail sales may help ease market anxiety and offset
concerns regarding weak consumer activity.

Consumer Price Index, Core (August, September 14th)
Forecast: 0.2%, 0.2% Consensus: 0.2%, 0.2% Previous: 0.5%, 0.2%

Comment: Consumer price inflation is expected to slow in August after rising gasoline and food
prices led to a significant jump in July’s headline inflation. Despite continuing increases in food
prices, energy price declines in August should help bring headline inflation back to trend. In addition,
core inflation appears to be moderating, with vehicle prices slowing as temporary factors dissipate.
In general, continued weakness in economic activity is likely to curb significant consumer price
pressures in the coming months. Market Impact: Deflation concerns are minimal, however larger-
than-expected price increases could warrant discussion at the Fed's extended meeting next month.

India: Industrial Production for July (September 12th)
Forecast: 5.9% Consensus: 6.2% Previous: 8.8%

Comment: The coming week will be eventful for India as investors eye the July industrial output
(IP) and August WPI inflation outturns for cues on the course of monetary policy when the RBI's
meets on September 16. IP will be particularly important as headwinds from a worsening global
macro environment alongside rising interest rates have resulted in a moderation in growth. We
expect July IP growth to be supported by higher infrastructure output, but weighed by a high
base coupled with a slowdown in price sensitive consumer goods sector. Market impact: A lower
outturn would further aggravate the growth outlook and dent sentiment.
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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”.

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.



