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Political Turmoil has increased risk

New coalition governments may have limited scope of actions

Political turmoil has been in the spotlight in Greece and Italy. Finally, Greece has appointed a new
Prime Ministry, Lucas Papademos (a former European Central Bank vice president), the best possible
candidate, but the new coalition government has a difficult task ahead to implement reforms as
elections will be held very soon, in February 2012. The pressure coming from Europe (and the
IMF) remains high, as Greece has to implement measures to ensure the disbursement of the € 8
bn by the troika (to confront debt maturity in mid December) and the approval of the second aid
package, including the completion of the PSI. Italy has also been highly affected by political turmoil.
The incumbent Italian PM has announced that he will resign after the 2012 budget and structural
measures are approved over the weekend, but the final outcome in Italy still remains uncertain. A
new (technical) government led by Mr. Monti and supported by most political parties is likely, but
there are doubts on the capacity of action of this eventual new government. The resolution of the
political crisis in ltaly is a necessary condition to avoid a negative scenario, given the size of Italy
and its weight in the eurozone. Even considering that Italy’s problems are linked to its low potential
growth and that Italian debt is sustainable under reasonable assumptions, market concerns will
remain. The financial needs of the Italian government are high, amounting to €400bn (excluding
short-term debt redemptions) over 2012-13, and the uncertainty persists about the capacity of the
EFSF to be adequately leveraged to support Italy. Apart from that, the risk of downgrade of some
European triple A sovereigns has increased, and an additional source of concern derives from the
proposal by Mekels CDU party to institutionalize a mechanism for countries to exit the eurozone.

A gloomier scenario for European countries, including core countries, while

China indicators remain supportive

The European Commission has confirmed that growth in the EU has stalled and it will take time to
pick up again while China economic indicators support our soft landing scenario. The European
commission has downgraded its forecast for the Euro zone 2012 GDP growth to O5 percent from
18 percent. The main highlight has been the strong downward revision on core European countries.
Germany 2012 growth has been revised to O8 percent from 19 percent and, while French 2012
GDP growth forecast has been cut to O6 percent form 2 percent. Meanwhile economic data in
China suggest that external demand is weakening, while domestic demand remains strong. Fiscal
spending is continuing to support domestic demand. China headline inflation eased in line with

our expectations to 55 percent y/y from 61%. The combination of softer growth and lower inflation
monetary policy easing but we do no expect outright shift of the current (tight) monetary stance at
this stage. Meanwhile, in the US Jobless claims and trade deficit were lower than expected.
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To what extent are market doubts about Italy justified?

We have examined Italian fundamentals vs. those of Spain and of other Eurozone economies.
Our conclusion is that, overall, Italy’s problems are linked to its low growth potential and, in the
short term, the uncertainty over the political outcome, but Italian debt is sustainable under

very reasonable assumptions regarding potential growth and primary balance. An additional
adjustment in the deficit, likely to be approved today, and ECB support should avoid contagion.
This does not imply that the next two years will not be difficult, as deficit reduction will have to be
made in a context of very low growth.

Italy’s public debt is 120% of 2012 GDP. Nevertheless, Italy's deficit is relatively small, and stands at
45% of GDP in 2011. The primary balance in Italy is estimated at +0.8% in 2011, while the structural
primary balance (excluding interest payments and adjusting for the economic cycle) stands at
+21% in Italy. Italian private debt it is much lower than other European Countries. Household debt
is 51% of GDP in Italy (62% in Germany and 63% in France). Corporates’ bank debt is also lower in
Italy (114% of GDP) than in France (154%), but higher than in Germany (99%). External debt is lower
in Italy than in most of the Eurozone, but it runs a deficit on current account. Growth potential

is lower in Italy than in the other large Eurozone countries. Italy grew by an average of 15% in

the ten years prior to the crisis, Our latest estimates for potential growth are for 1.2% for Italy
(which could rise to 3% if structural reforms are implemented). The reasons for the lower growth
potential in Italy are weaker demographics (including a less open attitude towards immigration),
together with low productivity growth (shared with Spain). Our estimate for growth potential for
the Eurozone as a whole is 1.5%. Our analysis shows that with moderate assumptions (i.e. real
growth converging to 1%, inflation at 1.7%, the primary deficit converging to 3%, which implies a
total adjustment of 2pp in structural terms, and interest rates of 5%), a debt ratio of 143% of GDP or
below that level would be sustainable (i.e. not falling). With interest rates at 75% in the long term,
the debt would clearly be unsustainable. Italy would require a primary balance of 6.5% to make
debt sustainable at those interest rates (ie. an adjustment of 5.5 pp of GDP).

Can Asia’s growth hold up against weakening external demand?

The effects of ongoing global turmoil have resulted in moderating growth momentum in Asia,

as we highlight in our latest Asia Outlook for the fourth quarter. So far this year, the region’s

GDP growth has held up reasonably well, not only in China (91% y/y in Q3), but in other large
economies such as Indonesia (6.5% y/y in Q3) where domestic demand remains strong. For most
of the region, however, especially in the more open and smaller economies such as Hong Kong
and Taiwan, the impact on growth of weaker external demand has been more evident. Overall,
the region’s growth moderation has been healthy so far, as employment conditions are still strong
and it has helped ease overheating pressures that had been building in the first half of the year.

As a result of weaker external demand we have made downward revisions to our growth
forecasts, with Asia Pacific growth in 2011 and 2012 projected at 5.9% y/y and 64% vy/y,
respectively in 2011 and 2012 (from 6.2% y/y and 6.7% v/y previously). The downward revisions are
relatively modest, as our outlook for the region remains positive, with resilient domestic demand
and an expected gradual improvement in external demand under our baseline during the course
of 2012. However, risks are clearly tilted to the downside. Fortunately, there is room for policy
stimulus in most economies. Indeed, several countries have already shifted their policy focus to
support for growth, with interest rate cuts in recent days in Australia and Indonesia, and a fiscal
stimulus package in the Philippines. Other expansionary policies may be forthcoming if the global
environment worsens. The key risk for Asia is a deterioration in the European debt crisis, which
could weaken export demand further and cause spill overs to domestic demand. There could also
be stresses through financial channels, particularly if capital flows dry up. Ultimately, Asia remains
well-positioned due to its strong fundamentals—well capitalized banking systems and high reserve
levels in particular-and room for policy stimulus.
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Interest Rates: debt markets characterized by volatility and news flow

Over the last week movements in debt markets have been characterized by high volatility, driven
by news flow. Following the initial positive reaction to the agreements reached at the summit

on 27 October, pessimism returned following the announcement of a referendum in Greece

and the political crisis in Italy which led Berlusconi to announce his future resignation once the
cuts requested by the EU have been implemented. This situation reached breaking point on
Wednesday after LCH raised the margin on Italian bonds, followed by a sharp rise in their yields
(around 50bp), which flattened the 2/10Y slope, almost inverting it, as has happened in Greece,
Ireland and Portugal. The 10Y Italian bond reached as high as 750% with a spread of 550bp
versus Germany, extreme levels if we take into account that Portugal and Ireland requested
bailouts when their premiums reached 520 and 540 points, respectively. On Thursday, three
factors eased this tension considerably: i) Italy issued its targeted amount of 1Y treasury bills; i)
Talk of very active ECB involvement in the SMP programme, and: iii) resolution of the political
crisis in Greece, following the announcement that Papademos ( former vice-president of the ECB)
will be the country’s new Prime Minister.

Meanwhile, the German curve is continuing to price in a flight to quality, but with much less brusque
movements, since: i) current levels are already very low - the 2Y German sovereign is already at
35bp, with the official ECB rate at 1.25% (in the US the official rate is O-0.25% and the 2Y is currently
at 23bp); i Germany continues to stand out from other triple-As - the 10Y France- Germany spread
is currently 150bp, a historical high. In the coming days, headlines will continue to drive the markets,
although close attention must be paid to the volumes the ECB is purchasing (the last figure revealed
a sharp increase on previous purchases) and demand at peripheral countries’ auctions.

Credit: heightened political tension has increased volatility in credit markets
The volatility in credit markets caused by increased uncertainty in Italy has driven the Italian risk
premium to 550bp, its all-time high. However, at the end of the week, it decreased to 510bp as

a result of the ECB purchases and the strong retail demand at the Italian auction on Thursday.
In regard to synthetics, the iTraxx indices have widened across the board, with the [Traxx Main
widening 15bp to 188bp. In financials, the iTraxx Financial Senior and Subordinate have widened
by 41bp and 58bp, respectively, to 286bp and 521bp.

In recent weeks, many European companies have published their third quarter results. European
financial entities posted poor results, mainly as a result of the reduction in revenues from trading
and the write-downs related to their exposure to sovereign bonds. For example, French banks
have taken write-downs on between 50-60% of their exposure to Greek debt.
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Calendar: Indicators

Eurozone: Flash GDP (Q3, November 15th)
Forecast: 0.1% q/q Consensus: 0.2% q/q Previous: 0.2% q/q

Comment: We expect quarterly GDP to have grown slightly in Q3, supported by net exports,

while domestic demand should have remained very subdued with a flat contribution. Hard data
available for that quarter provided positive surprises, painting a less pessimistic outlook than soft
indicators already released, that have slumped over Q3. Overall these indicators suggest that
economic growth could have been similar to that observed in the previous quarter. Nevertheless,
our short-term model for the eurozone foresees flat growth over H2, in line with our baseline
scenario, although we see some upside risks for Q3. Across countries, German GDP is likely to have
rebounded somewhat stronger than previously anticipated, while activity should have been flat or
contracted in the periphery. Market impact: A negative figure for growth in Q3 would be very bad
received, as it would signal clearly a double dip recession earlier than what some expect (Q4).

Eurozone: HICP inflation (October, November 16th)
Forecast::3.0% yly Consensus: : 3.0% y/y Previous:: 3.0% y/y

Comment: We expect inflation to have remained unchanged in October at 30% y/y, slightly above
our initial projection, driven by higher oil prices than anticipated by end-October. Our forecasts
suggest that core inflation is likely to have moderated slightly due to a mild deceleration in prices of
non-energy industrial goods. Despite the fact that HICP inflation remained stable, we continue to see
inflation to slow down by end year, due to the weakness of domestic demand along with favourable
base effects in energy prices, reverting below the ECB target by the beginning of the 2012. Market
Impact: If the detailed HICP breakdown showed some signs of moderation given the weakness of
domestic demand, markets could read as a trigger of a rate cut by the ECB before end-year.

US: Consumer Price Index, Core (October, November 16th)
Forecast: 01%, 0.1% m/m Consensus: 0.0%, 01% m/m Previous: 0.3%, 01% m/m

Comment: High food and energy prices have exerted pressure on headline inflation throughout the
past few months, however, we expect this trend to moderate in October. Price pressures are slowing,
with declines in both import and export prices. While some oil and other commodity price indices
increased in October, others declined slightly. Furthermore, slowing demand conditions have eased
both input and output prices in the manufacturing sector. Core inflation is also slowing in line with
Fed expectations for more stable prices in the coming months. Market Impact: While it is not yet
clear that the US is safe from troubled waters, moderating price pressures should ease worries for
both consumers and producers following months of higher-than-expected inflation.

US: Industrial Production (October, November 16th)
Forecast: 0.2% m/m Consensus: 0.4% m/m Previous: 0.2% m/m

Comment: Industrial production is expected to expand again in October due in large part to
increasing production in the auto sector. Manufacturing conditions are finally beginning to turn
around, with reports of increased shipments and new orders. Although nondurable goods production
has declined slightly throughout the past few months, the durable goods component continues to
hold strong. The industrial production index is slowly approaching levels seen before the crisis began
in 2008, and we expect this trend to continue as the economic recovery gains momentum. Market
Impact: With much of the focus on the situation in Europe, this report should warrant little market
reaction. However, any sign of deteriorating conditions in the US could further global concerns.

Japan: Indicator of the Week: Q3 GDP (November 14th)
Forecast: 1.5% qg/q s.a. Consensus: 1.5% q/q s.a. Previous: 0.5% q/q s.a.

Comment: As Japan's economy continues to recover from last March's earthquake and tsunami,
we expect to see a rebound in Q3 after three consecutive quarters of contraction. In addition

to a restoration of supply chains, post-quake reconstruction spending has helped to bolster
domestic demand. That said, the recovery faces headwinds from the global downturn, strong yen,
and disruptions to Japanese auto and electronics firms from floods in Thailand. Market impact:

A weaker-than-expected outturn would raise expectations of further quantitative easing and
currency intervention by the Bank of Japan.
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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.



