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Searching for clues

Now that the ECB has made its first interest rate increase and the Fed has confirmed the end

of Q2 in June, as planned, investors are trying to predict the path of monetary policy tightening
by searching the economic data for any hint that the spike in oil prices may be impacting either
inflation or growth expectations. In EM, economic data are also being closely watched to confirm
policy measures’ success in hampering overheating.

Growth momentum remains intact in Asia, but eases in major economies

The IMF WEQ report has not helped to clarify uncertainties. It confirms that the recovery is gaining
strength, but it sees downside risk from higher commodity prices. In all, projections for global growth

in 201112 have barely changed. Recent real data indicates that growth momentum in Asian countries
continues surprising to the upside. First guarter GDPs in China and Singapore were stronger-than-
expected which, together with rising inflation, has raised expectations of further tightening and currency
appreciation. Activity growth in major Latam countries provides early signs of moderation. In advanced
economies, data suggests that economic recovery remains on track, but that these countries will face
slower or non-accelerating growth over the next few quarters. EZ Industrial production increased less
than anticipated in February, while the German ZEW dropped in April. The US Beige Book confirmed that
activity is expanding in all districts, and core retail sales have risen sharply. On the other hand, inflation
has been driven up by higher commodity prices. Yet, indirect effects have had a limited impact on core
inflation as a result of higher energy prices in Europe. In the US, commodities have put upward pressure
on prices, but there are no signs of increasing price pressure from wages.

Orthodox tone from ECB official while Fed just wants to anchor expectations
This week, ECB officials Draghi and Weber have maintained their hawkish tones after the rate hike. Albeit
Feds voting members acknowledge the risks that could prompt an earlier than expected tightening of
monetary policy -and in that way contribute to the continued anchoring of inflation expectations-, they
remain convinced that underlying inflation will remain subdued, and thus, the stance of monetary policy
will remain in place for longer (s still appropriate”). Additionally, the bi-partisan agreement on budget cuts
prevented a US government shutdown, but now the fight turns to the debt celing. On the other hand,
solvency problems in some European peripheral countries will maintain uncertainties in the markets
unless it is resolved, but we do no think this will come any time soon (see highlight). Next week in the EZ
the April PMI index and the March US housing data will be released.
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Chinese Real GDP (Y/Y growth)
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Highlights
China’s first quarter GDP and inflation surprise to the upside
Stronger than expected growth and inflation reinforce expectations of more tightening.

Renewed doubts on the periphery
The solvency problems of some Peripherals introduce some noise.

Event calendar in peripheral countries
Event-driven market.

Source: Bloomberg
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Markets

Interest Rates: Uncertainty over the path the ECB will take

Following the “expected” ECB rate hike at the April meeting, the source of uncertainty is now the
rate at which it will implement new hikes. The market is therefore split into two factions. On one
hand there are those who believe that this rise was pre-emptive (an opinion we share, since we only
expect one further rate hike in July 2011, and aimed at anchoring expected inflation following the
rises in commodity prices. On the other hand are those who think this is the start of a cycle similar
to the one seen in 2005, with quarterly rate hikes. In this regard, the statement by Trichet (we do
what we have to do.) has meant that the market is focusing on macroeconomic data to try and
confirm whether or not the ECB will make a move. Import figures for Germany, wholesale prices and
euro zone inflation have all brought volatility to the short ends of curves, with a slight upward bias.

Equity: Battling strong headwinds, but there is value in equities

Having updated our valuations of the main equity indexes, in our view the index with the most
potential over the remainder of the year is the EuroStoxx 50. Our target is 3,800 points, a level
which may seem distant at present, but which will appear less so if the economic cycle is not
severely affected by oil, and if financials perform well in the second half of the year. The index with
the least potential at present seems to be the S&P 500, with a target of 1450 points.

As already mentioned, the key to this year is how the financial sector performs. We therefore

see a lot of appeal in the insurance sector, since interest rate curves have already started to rise
and because in Europe it is trading at P/E 11e 8x. However, the banks have the real influence on
indexes, and in the short term their recommendations are subject to more uncertainty, as there

is a possibility of capital increases (Basel Ill and Stress Tests in June 11). Having said all of this, even
though future ROEs will be lower due to regulations, valuations are attractive (P/Book <1in Europe)
and it is important to note that senior (and subordinated) debt has narrowed from 210bp to 130bp
YTD in 201, pointing to better times for the banking industry.

Credit: further noise from the periphery boosts some widening

On credit markets, following the rally at the start of the month this week we have seen widening across
the board in synthetic indexes. The iTraxx Main widened 3bp, while the iTraxx SovX widened 14bp from
the lows reached last week. In financials the iTraxx Fin Senior widened 8bp, and the iTraxx Fin Sub 20bp.

Among the peripheral countries, although there has been a clear decoupling between Spain’s
performance and that of the rest, we have seen some weakness in Spanish bonds following the
statements made by the German finance minister concerning the possibility that Greece may
need to renegotiate its debt if auditors were to question the Greek government’s ability to meet its
credit obligations. For example, the Spanish 5Y CDS has widened 30bp to 227bp so far this week,
while Portugal and Greece’s 5Y CDS's widened 54bp and 90bp respectively, to 593bp and 1112bp.

On the primary market, we would highlight the issues by UBI Banca, Société Générale and Credit
Agricole. On the secondary market, corporates are continuing to trade at very narrow levels, and
announcements by companies of increased capex and dividend payouts make us think that entities
currently have sound cash positions, which explains the decline in their issuance. In financials, following
the strong rally on the back of the results of the stress test on Irish banks, we are seeing some
stabilization. In our view, the main driver for financials will be the results of the EBA stress tests on the
European banking sector. However, we still expect financials to outperform corporates.

Chart 3
Implied rates from Eonia Swap curve vs BBVA Research
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Highlights

China’s first quarter GDP and inflation surprise to the upside

First quarter GDP and inflation data point to continued strong growth in the Chinese economy
with underlying price pressures. In particular, Q1 GDP growth registered 97% y/y (BBVA: 9.3%),
down slightly from the previous quarter (9.8% v/y). Headline inflation rose to 54% y/y in March
(BBVA: 50%) from 4.9% in February, due to both rising food and non-food prices. Producer price
inflation (PP in March also edged up to 7.3% y/y from 7.2% y/y in February on rising commodity
prices, marking a fourth straight month of increases in the reading. The outturns explain why
the authorities have been so aggressive in tightening monetary policy in the past months and
weeks, and expectations of further tightening measures may intensify, which could weigh on
market sentiment. There are upside risks to our expectations of one more 25bp rate hike and
further hikes of at least 100bp in the required reserve ratio in the coming quarters. A positive
interpretation of today’s data, however, is that growth remains robust, even as the authorities
implement measures to tame inflation. Recent credit growth data are showing an encouraging
slowdown--new loans for all of Q1 were RMB 2.2 trillion, broadly in line with what we believe to be
the authorities’ (unannounced) full-year target of RMB 70-75 trillion.

Renewed doubts on the periphery

The framework for solving stress in European peripheral countries is far from perfect, despite the
agreements reached at EU council level. Doubts regarding this framework’s sustainability have arisen
this week. First and foremost, declarations by German finance minister W Schauble suggested that
restructuring Greek debt is an option. These staterments join reports of a meeting between several EZ
finance ministers and Mr Trichet last weekend where Mr Trichet and Mr Schauble demonstrated differing
views on the issue (the latter apparently said that a bailin would not imply a major risk of contagion).
Additionally, there are tensions in Finland ahead of this weekendss elections, where the issue of approving
Portugals rescue package (which requires a parliamentary vote in Finland and unanimity across EZ
countries) is prominent in the campaign. Also, in Germany news on possible legal and political hurdles

to reduce future contributions to the European rescue fund have arisen. Nevertheless, we think in the
end any problems to provide the necessary aid to Portugal through the EFSF will be solved. However,
the solvency problems of Greece and eventually other countries have not been solved. Since the EU is
far from any solution involving more fiscal integration or burden sharing through Eurobonds, the only
alternative to a potential bail-in from private investors is if Greece succeeds in reducing its deficit and
recovering growth. However, this is far from certain, and will require time.

Event calendar in peripheral countries

Upcoming events in the next few months could have a significant effect on European sovereign
risk premium. At the end of this month, the Spanish government is set to approve a reform on
collective bargaining. On April 26th, Eurostat will publish the estimated deficit and debt for 2010,
and each of the European governments will have to present its Stability Growth Pact, which
includes the deficit trend for the coming years. By mid-May, Portuguese, European and IMF
authorities will agree on a Portuguese bail-out pact, but financial aid will not be ready until the
new government has been elected, introducing high uncertainty ahead of the €49bn Portuguese
bond redemption on June 15th. In Spain, two important events will take place in May: the local
and regional government elections on the 22nd, and the release of the first quarter regional
government budget figures by the end of the month. June will be a very busy month. On June
5th, Portugal will hold general elections and a new prime minister will be appointed as early as
June 20th. Itis important to note that Portugal faces a bond redemption on June 15th. On June
Sth the ECB will decide on the extraordinary liguidity measures, but we expect that the ECB will
not hike rates again until July. Regarding European governance, we expect an explicit resolution
and more details on the ESM & EFSF frameworks at the EU government council meeting on
June 24th. It is also expected that candidate for ECB president will be announced at the June 24th
Council. Additionally, the second European bank stress test will be released in June. Finally, on
June 18th the Spanish government will make an "Austrian fund” proposal (an unemployment fund
for each worker which is contributed to by companies in which he or she has worked).
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Calendar: Indicators
Eurozone: PMI Composite (April, April 19th)

Forecast: 571 Consensus: 57.1 Previous: 57.6

Comment: The PMI composite is expected to decline further in April, partly reflecting the expected
negative impact of higher commodity prices and interest rates hikes on economic sentiment, but also
because the strong momentum in Q1 is unlikely to remain. This would imply increased uncertainty on
the economic outlook for coming months. Across components, we see industrial sentiment declining
again driven by the slowing sector recovery, although it should be partly offset by some resilience in
service confidence. Market Impact: A strong decline in PMI data could affect negatively to markets, as
a deterioration of confidence could lead to a sharper slowdown than currently priced.

Germany: Industrial inflation (March, April 20th)
Forecast: 0.7% m/m Consensus: 0.8% m/m Previous: 0.6% m/m

Comment: Industrial prices are expected to increase further in March mainly driven by higher energy
prices. Despite the strong upward trend observed since the beginning of 2010, the industrial price
index still remains slightly below levels observed at the end of 2008. Overall, industrial inflation shows
further evidence of inflationary pressures resulting from higher input prices, but there are no signs of
imminent second round effects, as wage bargaining is still moderate. Market impact: A sharp increase
in industrial inflation could be interpreted as further evidence of higher indirect effects on consumer
inflation in coming months, arising concerns on a tighter monetary policy stance by the ECB.

US: Existing Home Sales (March, April 20th)
Forecast: 4.95mn Consensus: 5.00mn Previous: 4.88mn

Comment: Recent real estate indicators raise questions about the fundamentals of the housing
sector. The negative trend in home prices, weak home sales and elevated rate of foreclosures
show that the residential sector will remain depressed at least through the first half of 2011.
Although existing home sales had started to recover in late 2010, recent data show that the
existing home market remains depressed. We expect existing home sales to increase in March
after dropping dramatically. Nevertheless, current market conditions remain favourable for home
buyers and these conditions will help support home sales in the second half of the year. Market
impact: A further decline in existing home sales would increase the chances of a double-dip in the
housing market and increase pessimism in financial markets.

US: Initial Claims (April 16th, April 21st)
Forecast: 395K Consensus: 390K Previous: 412K

Comment: Labour markets are improving but at a gradual pace. Last month, the unemployment
rate declined further by Olpp to 8.8% and non-farm payrolls increased by 216K in March. Since
February 2010 the US. economy has created 1492K new jobs. The most recent jobless claims
report indicates that initial unemployment claims increased to 412K in the week ending April-8
while continuing claims declined slightly to 368mn. Although initial claims increased, the 4-week
moving average remained below 400K. This is the seventh consecutive week with the 4-week
moving average below 400K. However, initial claims have to remain below 375K in order to

see sustainable and robust employment growth in non-farm payrolls. We expect initial claims

to remain around 400K. Market impact: If initial claims jump unexpectedly it would indicate
deterioration in labour market conditions and negatively affect financial markets.

Japan: Export growth in (March, April 20th)
Forecast: 5.3% y/y Consensus: -0.7% y/y Previous: 9.0% y/y

Comment: Japan's exports and imports are likely to have been disrupted in the aftermath of
the earthguake. Exports for March, although only partially reflecting the full-month impact, will
offer a first glimpse of the magnitude of the supply shock. So far trade data from Japan's most
significant trading partners in Asia (such as Taiwan) show a strong impact. Japan's exports in
March are expected to have fallen from the levels of previous months. Market impact: A better-
than-expected outturn might lift market sentiment, while a lower-than-expected outturn could
exacerbate concerns about the impact not only on Japan, but for the region.
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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.

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) (@) to (d) ("high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, or (i) 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.



