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Efforts to curb inflation in EM

Consumer prices data released this week suggest that inflation pressures continue in emerging markets
(EM). In Brazil, inflation figures rose to 6%. Additionally, Banxico announced that inflation will remain
between 3-4% in the next two years, while pointing out some upside risks to its forecast. In this context, EM
central banks are increasing their efforts to curb inflation. In this regard Chinese, Indonesian and Peruvian
central banks raised interest rates by 25bp. Although the rate hike in China was in line with our expectations
(we forecast two more hikes in 2011), the fact that this movement comes ahead of next week’s release of
January activity and price indicators suggests some preventive action to reduce overheating. Also, spending
cut measures taken by the Brazilian government are welcome because they complement counter-cyclical
monetary policy efforts and reduce interest rate hike expectations. All this confirms our baseline scenario of
a “soft landing” in EM and a moderate recovery in developed markets (DM) supported by foreign demand. .

Communication fine-tuning in DM central banks

During the last two weeks comments from Fed officials remained dovish, especially when long-term interest
rates were close to dangerous levels, reducing the probability of early rate hikes in the short-term. Bernanke
insisted that inflation remains subdued and that there is a need to address the long-term deficit problem.
Meanwhile, ECB talk continues to be all about prevention and the hawkish tone has not been stressed further.
Once again financial strain has appeared in European peripheral countries, although so far Spain has not
been affected. Uncertainties about how the new Irish government will confront the banks’ bail-out have been
the main driver. But above all, the situation shows that concrete measures to support the euro’s stability and
resolve the solvency problems in the area are urgently needed. We hope that the competitive issues that will
be addressed in the next UE council meeting on March 11th will not cloud the reinforcement of the EFSF
mechanism. An announcement on that matter is expected on March 25th.

Next week will be very busy on the macro front. In the US, January retail sales and CPI, among other indicators,
look set to suggest an improvement in domestic demand without a significant turning point in underlying
prices. In the Eurozone, 4Q GDP should confirm the growth recovery led by foreign demand. In EM all eyes
will be on China’s inflation, credit growth and activity data. They may give some clues about whether tightening
has been effective in reining in the overheating.
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Keep an eye on the high US deficit

The persistence of a high deficit could impact the long term yield.

Spanish fiscal consolidation is on track
Control mechanisms have been put in place to ensure the consolidation path.
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Markets

Forex: Positioning Key to Near-term Outlook

With the peripheral Eurozone debt situation at a bit of a Iull and a lot of positive news already priced
in, the FX market finds itself quite short of USDs. the latest CFTC data suggests that some funds and
Commodity Trading Advisors are actually quite short of USDs on an aggregate basis versus the most
liquid currencies compared with historical levels (see chart). Typically, when market positions become
so one-sided with USD shorts, a number of potential outcomes are worth highlighting. Firstly, a large
appreciation in other major currencies (EUR, GBP, MXN, etc.) over the short-term becomes somewhat
unlikely due to the notion that the market is already at extreme levels and speculators are unlikely to
push further. Secondly, if there is an appreciation in non-USD currencies, the pace of appreciation is
usually slow and choppy. This is because most speculators are already long currencies versus USDs,
have the trade on, are unwilling to add to the position and are often looking to book profits when
possible. Third and finally, the risks for short-term USD appreciation have increased based on the
notion that the extreme number of USD short positions, if squared, would likely have a “domino affect”
on other outstanding positions and eventually prices. To square those USD shorts in this market would
likely require a macro impetus that causes a material fall in risk appetite across global asset classes —
triggering a rush to safe-haven assets and currencies and causing a bid for USDs.

With oil prices stable post-Egypt and our macro team expecting the peripheral Eurozone debt
situation to be resolved successfully, we believe FX markets are biased towards further consolidation
in the coming weeks given current positioning. If the global macro environment suddenly materially
deteriorated, USD appreciation would likely be exacerbated.

Interest Rates: Commodities have retained their momentum, but

breakevens have reacted much more moderately of late

The breakevens in the US and euro curves have priced in the recent context of a growing focus on
inflationary risks mainly resulting from the appreciation of commodities. This effect was particularly
marked in December 2010 and early January 2011, with rises of around 50bps in the US 5Y to 240bps
and euro 5Y to 200bps (in the case of the latter measured via the breakeven in French inflation). Since
then, even though commodities have retained their momentum, breakevens have reacted much more
moderately (and have even dropped somewhat). This profile may be reflecting some capacity for the
market to cushion some of the impact commodities may finally have on price indexes in the long term.
Also, this decreased dynamism may also reflect the fact that breakevens are already very close to the
top end of the range they have been in since 2008. More aggressive breaches of these levels would
have to form part of a much more urgent sense of inflationary risk in OECD countries, a situation which
we think is a remote possibility during this phase of cyclical recovery, which has not yet come to an end.

Credit: Widening of financial tenors

The widening of financials reflects renewed concerns on European peripheral sovereign risk. The iTraxx
SovX corrected somewhat following news that the European Central Bank intervened in government
bond markets for the first time in three weeks to buy Portuguese debt amid fears that the country will
be forced to follow Greece and Ireland in seeking an international bail-out; but it increased 5 bps in the
week. The primary market continues to be buoyant with Iberian corporates, EDP and Telefonica’s new
issues tightening by ca. 30-40bps.
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Impact of crude prices on Eurozone Inflation

After inflation accelerated in the last quarter of 2010 due to higher energy prices, reaching 2.4% in
January, the hot question is if second round effects will arise. We have assessed the potential risks to our
inflation forecast for the eurozone if the price of Brent remains at $100 instead of reverting to $88 at the
end of 2011 (as in our baseline scenario). The direct effect on inflation through the energy component of
HICP would be about 0.2pp and relatively short-lived. In contrast, the impact of both indirect effects (due
to more expensive production inputs) and second round effects (due to higher wages) is more persistent
due to its slower transmission mechanism. In order to assess these effects, we have simulated the impact
of an oil price increase of around 15% on core inflation through a VAR model and found a small effect of
only 0.1pp over the first year, and effect that lingers over the second year and dampens afterwards. All in
all, a Brent barrel at $100 would raise annual inflation by about 0.3pp in 2011 to 2.2%. We do not think the
ECB would be worried enough by such a temporary effect so as to hike interest rates. A different matter
is that the ECB maintains a hawkish tone regarding commodities prices, precisely because it wants to
avoid increasing price expectations. If the price of Brent were to rise to around $130, however, as it did in
mid-2008, the effect on 2011 average inflation would be more significant, of about 0.6pp.

Keep an eye on high deficit

The expected debt to be reached in the US over the next five years is not significantly different from that of
the Eurozone. The deficit will be even larger at least until 2015. Yet financial markets have not been punishing
the US as they have Europe. However, as can be seen in our Global Economic Outlook, some studies for the
US show that historical yields go up when deficit and debt increase. Particularly, an increase in public debt
of 1% of GDP is associated with an increase in long-term rates of between 3 and 5bps, while a permanent
increase in deficit by 1% of GDP tends to increase rates by between 18 and 67bps. Given that public debt
and deficit in the US are projected to increase by 42% of GDP and by 3.8%, respectively, from 2007 to 2015,
and taking into account that rates have actually fallen by 180bps since 2007, the potential increase in the
long run of the long-term rates could be on a range between 250 and 400bps from current levels. Although
there are several reasons that justify the lower market pressure on the US versus Europe, one should not
forget past lessons. US officials have warned about the impact on yields if high debt and deficit persist. This
week, Bernanke called for a reduction in fiscal policy while Obama pledged to cut spending. The next step
will be the president’'s announcement of the 2012 budget by mid-February.

Spanish fiscal consolidacion is on track

The consolidation of public finances remains one of the most important factors to ensure investor confidence.
In this regard, in line with what was stated in the Spain Outlook review, Spanish public finances not only met
budget targets, but also control mechanisms have been put in place to ensure the future path. The figures at
the end of 2010 released by the State confirm that it easily fulfilled its stability goal, which virtually guarantees
that the total deficit target of -9.3% of GDP will be achieved, even assuming some upside risk on the deficit
of the autonomous communities. Also it is expected that the deficit will decrease to 3% of GDP in 2013.
Autonomous communities manage 40% of the Spanish public spending and for the first time this year their
funding is focused on tax revenues, which reduces government transfer payments. Therefore, in order to
meet the deficit target, it is necessary that all autonomous communities strictly conform to the target of 1.3%
of GDP in 2011. The task is not easy given the degree of heterogeneity between communities. Therefore
the implementation of control mechanisms is very positive, including, in addition to the authorizations for the
issuance of new debt (only if the amount does not exceed 1.3% of GDP), the requirement that an adjustment
plan be drafted to return to the path of fiscal stability. However, we believe that the regional public debt will fall
below 14% of GDP in 2011, far from the levels recorded by other regions with similar credit ratings.
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Calendar: Indicators

Eurozone: Industrial production (December, February 14t)
Forecast: 0.1% m/m

Consensus: -0.2% m/m Previous: 1.2% m/m

Comment: Released national figures suggest that industrial production in the eurozone was virtually
flat in December, after increasing by 1.2% m/m in November. Overall, average data for Q4 suggest
that the industrial recovery gathered pace at the end of last year, supported by the resilience of global
demand. Other soft data also paint a similar outlook, after the ongoing improvement in business
confidence, driven by strong export orders. Market Impact: No large surprises are expected, given the
release of national indicators.

Eurozone: GDP Flash Estimate (Q4, February 15%)

Forecast: 0.5% q/q Consensus: 0.4% q/q Previous: 0.3% qg/q

Comment: Short-run data available for Q4 suggest that economic activity in the eurozone gained
momentum at the end of 2010. Once again, the recovery should be led by Germany (0.7%) and France
(0.5%), while ltaly (0.2%) could have slowed somewhat. In contrast, both Portuguese and the Greek
output could have contracted significantly. We consider this forecast’s risks to be tilted slightly to the
downside, as German economic growth could have been slightly lower as a consequence of a severe
winter. Market Impact: Markets could react negatively to slower economic growth than expected in a
context of still high uncertainty surrounding periphery countries.

US: Industrial Production (January, February 16")

Forecast: 0.5% m/m Consensus: 0.6% m/m Previous: 0.8% m/m

Comment: According to the Federal Reserve’s estimate, U.S. industrial production (IP) rose 0.8%
in December. While production in the manufacturing sector increased by 0.4%., severe cold weather
in December increased demand for utilities, and therefore the output of utilities soared 4.3%. With
strong growth in December production, the total capacity utilization rate reached 76%. The capacity
utilization rate in utilities jumped more than 3pp and reached 82.3%. Recent regional Fed surveys
indicate that manufacturing activity remains robust and, we therefore expect IP to continue increasing
in January. However, inflationary pressures are expected to remain contained due to the low total
capacity utilization rate. Market impact: Stronger-than-expected industrial production activity would
indicate robust economic growth in 1Q11 and push equity prices even higher.

US: Consumer Price Index (January, February 17t")
Forecast: 0.3%, 0.1% m/m Previous: 0.5%, 0.1% m/m

Comment: In December, headline and core consumer price indices increased by 0.5% and 0.1%
MoM, respectively, on a seasonally-adjusted basis. Energy prices were the main driver of increase in
headline prices. The energy index jumped 4.6% in which the gasoline index hiked 8.5% and accounted
for 80% of the all items increase in December. Although deflationary pressures remain elevated in
core consumer prices, shelter prices are curtailing some of these pressures. With the latest figures,
headline and core consumer prices rose 1.6% and 1.0% in 2010, respectively. We expect core inflation
to remain low but positive in 2011. Furthermore, we expect a slowdown in headline inflation in January
given a slowdown in the increase in energy prices. Market impact: Upward surprise in core prices
would welcome by the Fed and markets and decrease deflation fears significantly.

China: CPI (January, February 15%)
Forecast: 4.9% yly

Consensus: 0.4%, 0.1% m/m

Consensus: 5.4% yly Previous: 4.6% yly

Comment: Headline inflation is expected to pick up again after a temporary easing in December.
Adverse weather conditions (including cold weather and drought conditions in China’s North) are
expected to have led to further increases in food prices, although recent weekly indicators show
overall increases to be relatively modest. That said, pressure on non-food components is also on
the rise. Market impact: An outturn higher than the market consensus (already high at 5.4%) could
undermine sentiment by generating expectations of even more aggressive monetary tightening, and
raising questions about the authorities’ ability to achieve an economic soft landing.
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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”.



