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Monetary policy entering a new phase

The recent spike in risk aversion reflects a crisis of confidence triggered by mounting fears of a

global economic downturn together with ongoing EZ debt woes. The lack of confidence is driven

by: a) doubts concerning the room to fight downside risks to growth and avoid another recession

in a context of a recovery that has yet to prove self-sustainable, and b) a deepening distrust in
policymakers’ ability to stop spreading contagion in EZ debt markets and avoid a situation that
threatens to become systemic. As a solution to these factors seems much more challenging by the
day, while economic agents remain to be convinced that policymakers are taking the appropriate
steps to address the problems faced, risk aversion will most likely continue in the near term. The good
news is that the deteriorating outlook has not gone unnoticed by central banks and is leading them to
reassess the future path of monetary policy. In the case of most central banks in developed countries
(so farin the US, UK, Norway, Australia) the message sent is clear: a) exceptionally low interest rates will
stay in place for a very long time, longer than previously thought, and b) there is now an easing bias ie.
further stimulus might be implemented if recession risks increase further. The Fed is the most explicit:
the FOMC's statement contained a conditional commitment to keeping rates on hold “at least through
mid-2013" and a (more explicit than expected) easing bias. Is the ECB next? We think that under a
worsening outlook - second-round risks to inflation will be even smaller - the ECB should stop hiking
rates. Up until now, the ECB has already amplified the liquidity provision (as Eur Libor-OIS spreads have
spiked showing signs of stress and counterparty risk) and reactivated the bond-purchasing program
frozen since March (so far effective in containing Italian and Spanish spreads). Meanwhile central
banks in emerging markets are shifting their focus from inflation to downside risks to growth; some are
deciding to take a pause in rate hikes (eg. Bank of Korea), others such as Banxico have turned more
dovish, and it can be argued that China’s PBoC tweaked its wording to a less hawkish tone (confirming
on August 9 the objective of taming inflation but dropping the phrase “top priority”.
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Will other AAA-rated countries lose their rating in the near term? It is unlikely
Since the US lost its AAA rating from S&P, investors have turned to other AAA-rated countries
that may lose their maximum rating. At first glance the UK and France also seem misaligned
compared to other AAA-rated countries (see chart 1. According to the WEO database, the UK and
France’s fundamental ratios such as public deficit, current account balance and gross debt are
above average for AAA-rated countries, but on average 6y ahead their ratios seem to fulfil their
fiscal consolidation targets. Moreover, both of them are on a more sustainable fiscal path (see
chart 2) and have not showed signs of a dysfunctional political system (as appeared to be the
case in the US judging by recent events). Between these two countries, the risk on France’s rating
is a bit higher if in an adverse scenario (still unlikely) its contribution (guarantees) to the EFSF were
to increase, potentially affecting its debt sustainability. In the case of the UK, the British pound’s
free-float exchange will help boost growth.
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Global Interest Rates Three events have been decisive for global markets this week

Interest Rates Europe and USA S&P announced the downgrade of the US's long-term rating to AA+ while maintaining a negative

J.Jo‘fe‘;q'?g'fgfz;‘i’g‘ﬁg@?&ﬂgxg’mm outlook. Although it is an unprecedented measure, markets were already giving some likelihood

43491374 68 97 to the event. This fact, together with the current global growth woes and the peripheral crisis,
should limit the effect of S&P’s decision in the short term. In terms of flows it is important take
into account that the response from the international community was not long in coming, saying
they still see Treasuries as a safe-haven. Regarding long-term dynamics, we do not expect a
long-term effect greater than 50bp. The Fed will hold interest rates at current levels until mid-2013
in response to considerably slower economic growth. This decision should anchor current yield
levels (Fed funds futures curve flattened significantly with rates at around 010% until the February
2013 future), both in nominal and real terms, at the short-end of the curve. Corrections are likely
for longer maturities although an improvement in global risk aversion will be needed. Finally, The
ECB announced that it would buy Spanish and Italian bonds under the SMP program. Since then,
the countries 10Y bonds have corrected by 100bp in terms of level and spread with Germany.
What is surprising is that it appears that this tightening is due almost exclusively to ECB purchases
rather than to those of other participants who are unwinding their positions. This is reflected in
the fact that this performance is not uniform throughout the curve, but is concentrated only on
the maturities the ECB seems to be buying (5Y-10Y). In this regard, the 10Y/30Y slope, both in Italy
and Spain, has gone from 20bp on Monday to 90bp, while inflation breakevens on the Italian 10Y
curve have tightened from 190bp to 120bp, a level quite distinct from that seen in other curves
such as the French or German curves.
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Calendar: Indicators

Eurozone: GDP (2Q11, August 16th)
Forecast: 0.4% q/q Consensus: 0.3% g/q Previous: 0.8% q/q

Comment: economic activity decelerated during Q2, as expected three months ago. In fact, both
confidence data and hard indicators for the current quarter have confirmed this slowdown. In
particular, hard indicators were gloomier than expected. PMI's fell sharply in June as well as industrial
production and orders have confirmed the slower pace of activity in Q2, partly explained by lower
demand from abroad. Eurozone exports increased in May, against expectations, but the slowing trend
continues. In addition, trade data suggest that net exports could contribute marginally to GDP growth
in Q2. Regarding households' spending, retail sales declined in May, offsetting the gain observed in
April, and showing that private consumption could have moderated in Q2. Overall, these signs were
widespread across member states, while consumers’ confidence also supported this view. Overall, the
shortterm model for the eurozone points to growth at 04% g/ in Q2 (with downward risks after the
bad data posted in France for Q2 and worse than expected industrial production in the eurozone for
June published on Friday). This is in line with our baseline scenario of slower growth for the rest of the
vear, after a strong Q1 due to temporary factors. Uncertainty has increased, however, linked to possible
faster deceleration of global demand than anticipated as well as to the still unresolved sovereign

debt crisis. In addition, there is further evidence of a multi-speed recovery, mainly determined by the
evolution of domestic demand, which is lagging behind significantly in peripheral countries, as fiscal
consolidation efforts intensify and de-leveraging continues. Market impact: a worse than expected
growth rate would add uncertainty to the eurozone macro outlook and confirm a faster moderation in
economic growth than anticipated.

US: Industrial Production (July, August 18th)
Forecast: 0.1% Consensus: 0.4% Previous: 0.2%

Comment: slow economic activity and weak demand expectations point to low m/m industrial
production growth in July. Industrial production stalled after an uptick in March, declining in

two of the three reports since. The decline is consistent with the recent GDP release of below-
average growth for 2Q11 which is also expected to continue throughout 2H11. Exports, which
buoyed TH1T domestic manufacturing, also declined in May and June. Furthermore, auto sales
reports and manufacturing surveys in July showed a large drop in auto production as well as
reduced manufacturer expectations, further eroding any optimistic notions. Market Impact: A
weak Industrial Production report will increase the downside risk for the 2H11 GDP. If the report is
suggestive of a recession, it is likely that markets will become more defensive

US: Consumer Price Index, Core (July, August 19th)
Forecast: 0.2%, 0.2% Consensus: 0.2%, 0.2% Previous: -0.2%, 0.3%

Comment: after a torrent start to 2011, headline consumer prices declined 0.2% in June. Headline
consumer price inflation is expected to be minimal in July given that energy price increases have
slowed and other major contributors to inflation are likely to remain stable due to weak economic
activity. Furthermore, low consumer demand should offset any increases in commaodity prices,
limiting runaway food inflation. In addition, the housing price index, a large contributor to core
prices, has been increasing but remained relatively stable throughout 2011, indicating that there is
limited upside risk to core prices in July. Market Impact: with the economy in neutral and energy
prices dropping, markets might begin to worry about deflation. Conversely, another big jump in
core consumer prices could be a sign of inflationary risks and complicate the Fed’s ability to keep
rates historically low for an extended period.

Japan: GDP growth (2Q11, August 15th)
Forecast:-0.7% g/q s.a Consensus: -0.7% q/q s.a. Previous: -0.9% g/q s.a.

Comment: 2Q11 GDP data will reflect the full-guarter economic impact of the March 11 earthquake. First
quarter GDP was weaker than expected, but this mainly reflected sluggish activity prior to the quake.
Most activity indicators point to a steep decline in production and exports in March/April, with a rebound
beginning in May as supply chain disruptions eased. As a result, Q2 GDP growth is expected to have
contracted for a third consecutive quarter, although we expect a rebound in the second half year. Market
impact: A slower-than-expected reading, especially beyond that which can be explained by disruptions
from the earthquake, could intensify concerns of global weakness and could dampen 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.



