BBVA | researcr

Madrid, 18 November 2011
Economic Analysis

Financial Scenarios
Sonsoles Castillo
scastillo@bbva.com
+34 91374 44 32

Cristina Varela Donoso
cvarela@bbva.com
+34 91537 7825

Javier Amador
javieramadord@bbva.com
+34 91374 3161

Maria Martinez Alvarez
maria.martinezalvarez@bbva.com
+34 91537 66 83

Felipe Insunza
felipe.insunza@bbva.com
+34 91537 76 80

Europe

Miguel Jiménez
mjimenezg@bbva.com
+34 915373776

Asia

Stephen Schwartz
stephen.schwartz@bbva.com.hk
+852 2582 3281

us

Kim Fraser
kimfraser@bbvacompass.com
+1713 881 0655

Markets

>
Highlights

>
Calendar

>
Markets Data

>

Week|

Global

v Watch

European Crisis spread to core countries

Financial strains are spreading to all Eurozone countries excluded Germany
European sovereign crisis woe has continued escalating. The poor demand at all European
governments’ debt auctions this week suggested that the lack of confidence is spreading to all
Eurozone countries, with the exception of Germany. Moreover, Fitch rating agency has warned
further contagion from Europe’s debt crisis will pose a risk to American banks. The new ltalian
governments of “technicians” did not calm risk premium. This situation may force new steps to
stop contagion as soon as possible. Apart from higher compromise from European politicians
to implement the expected structural reforms or fiscal consolidation actions, a higher ECB roll
is also required. Nevertheless, up to now Germany and the ECB are still reluctant to take a step
in this direction.

Positive economic data in US failed to provide support

Over this week US economic reports have shown improvement on real indicators. The US
industrial production rose surprised positively in October, easing fears of a global slowdown.
Additionally, US retail sales rise broadly in October. Finally US Jobless claims continued below
400k. Nevertheless, Philadelphia FED leading indicator for November brought some concerns
on the sustainability of the ascendant movement registered by previous data. On the other
hand, European GDP was mildly positive in Q3 (0.2% g/q and 14% y/y), but heading for negative
figures at the end of the year. There were a small positive surprise in Germany, a rebound in
activity in France, and below average growth in the periphery. Nevertheless, European industrial
activity decreased in September for the first time in Q3, and might continue deteriorating in
the near future, as PMI surveys already indicated earlier this month. The peripheral countries
are suffering the most but Germany did not escape of a steep fall in September’s production.

In Asia, data continue showing a turn around in trade data. Singapor’s exports showed a large
contraction in October, especially to the US and Europe. On the other hand, Japan registered

a robust third guarter GDP outturn, as expected, rebounding from March 11 earthquake and
tsunami. Meanwhile, economic data in Latinoamerica continous resilient.

The coming week Spanish general election result and the Rehn’s Eurobond consultation
paper will attract investors’ attention. Additionally, November 23 is the deadline for the US so-
called “Supercommittee” to report legislation to reduce the deficit by $1.2tr.
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The European debit crisis is escalating to a danger zone.

Market conditions are deteriorating across all Eurozone countries, with the exception of Germany
(and the Netherlands so far) that remains as the sole safe-haven in the Eurozone. The situation

is becoming increasingly fragile, as the debt crisis drags core-big countries such as France, and
core-hard countries such as Austria and Belgium. At this stage probably the only defence line
would come from a very aggressive and continuous intervention from the ECB.

Several indictors are reflecting financial strains have reached high levels. 1) European risk
premium has increased across countries. Austria, Belgium and France have their 10Y bond

spread increased by 13 bp, 28 bp and 17 bp, respectively. 2) Recent sovereign auctions are another
warning indicator. Belgium, Spain, and France sold long-term and short-term debt this week by

an amount below the maximum range, with low bid-to-cover ratios and at higher average yields.
More over, Germany has faced a poor demand at its 2Y bond auction, suggesting that investors
are not encourage to buy bonds at low vields. It is important to note that tensions have increased
also for very short term maturities. 12 months bills have been sold at an average vyield of 340%

in Belgium and 5% in Spain. 3) European banks increased significantly their borrowing from the
ECB in October and given market conditions it is expected to increase further in the coming
months. 4) The progress on maximizing the capacity of the EFSF and its eventual implementation
as a firewall to avoid the contagion across European is disappointing as the EFSF leverage may
not be ready until December, or even later. Besides, the probability of success in leveraging the
EFSF through the insurance approach is diminishing as market conditions deteriorate. All this
uncertainties are being reflected in higher European countries’ borrowing cost and also increasing
funding cost for the The EFSF.

Inflation trend in US and Europe

Consumer price inflation eased in October, falling 01% following three months of higher-than-
expected MoM growth. The negative headline figure primarily reflects a 2% decline in energy
prices, mostly coming from a drop in crude oil prices. Food prices, which have been rising

for more than a year, increased again but at the slowest pace since October 2010. Excluding
food and energy, prices increased buy 01% for the second consecutive month. Leading by
the core components medical care and apparel, which were partially offset by a decline in the
transportation index. While these data are in line with Fed's expectations for easing inflation, it
is likely that we will see a bigger jump in prices for November as oil prices rebound. Alternative
measures suggest an increasing central tendency on the CPI. Meanwhile, in Europe neither
energy prices nor food princes slowed as expected. The result was Eurozone Inflation has
stabilized in October instead of falling. Even so, we continue to see a slowdown in headline
inflation at the end of the year, to fall below the ECB target late in the first quarter of 2012. Still,
several factors have appeared in recent weeks that could put a brake to this deceleration path.
One is depreciation of the euro as a result of the eurozone weakness. The other is potential hikes
in both taxes and administered prices introduced to sustain public finances in some member
states.
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Interest Rates: risk aversion in Europe leads to very poor results at debt auctions

In the last week there have been various auctions in Europe, with one clear common
denominator: they were all received badly by investors. On Monday there was an Italian auction,
and although demand was greater than on previous occasions, the rate paid was the highest in
14 years (6.29%), meaning that the positive impact of Monti's newly formed government faded
quickly. For Spain the bad news was twofold. Firstly, in Tuesday’s auction of treasury bills the
amount placed was below the target (EUR316bn vs. EUR35bn) and the rate paid was above 5%
for 12M and 18M. Secondly, the new 10-year auction on Thursday also failed to meet the expected
issuance target (EUR356bn vs. EUR4bn), with an average vyield of 6.975%. The effects of the debt
crisis have spread so far in Europe that problems are no longer limited to peripheral countries

- countries such as France, Belgium and Austria have also been severely penalized. Despite

these movements, it seems that the flight to quality has also started to show signs of tailing off,
especially in the short term. For example, there was very little demand at the 2Y German auction
(with a 0.25% coupon, the lowest ever) considering the new benchmark, and the issue was barely
covered (bid to cover 11, also the lowest ever). Next week close attention must be paid to the
announcement of the bonds that have been bought by the ECB under the Securities Markets
Programme. The EUR4.5bn bought the previous week (even though the figure only covered the
period up to 8 November) left the market a little cold, and next week's data could confirm a much
more aggressive role for the ECB on the market.

Forex: European Issues Continue to Dominate FX Markets

Last week the majority of G10 and emerging market currencies weakened versus the USD in
response to the ongoing contagion risks in the EMU. This was reflected by the high rates in

the Italian, Spanish and Portuguese debt auctions. In addition, the economic data released in

the US surprised on the upside, favouring an increase in appetite for USD. EUR depreciated by
around 16%, as did other currencies within the eurozone such as GBP and CHF. Given that JPY
continues acting as a safe haven, this is the only G10 currency which has strengthened; however,
the possibility of further BoJ intervention still remains. LatAm, currencies registered a mixed
performance, particularly the CLP which recorded a relatively worse performance in response to
the drop in copper prices. The BRL and MXN depreciated by around 1.3% and 0.9% respectively,
highlighting that they remain highly sensitive to the European situation, whilst COP, ARS and
PEN appreciated as result of domestic flows. Lastly, most Asian currencies depreciated, however,
they outperformed other emerging market currencies (especially those with higher exposure to
Europe). Generally speaking, we think trading ranges will remain wide in the short term.
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Eurozone: Flash PMI composite (November, November 23rd)
Forecast: 45.9 Consensus: 46.2 Previous: 46.5

Comment: We expect the composite PMI to decline again in November, as increasing stress on

the European sovereign debt crisis continues to weigh on confidence. We think that the strong
deterioration observed in October is unlikely to be repeated, but the index is reaching levels close to
those observed by mid-2008 when the Eurozone economy contracted. The projected fall would be
more in line with that from the EC confidence survey, which has been in November more resilient in
the previous month. Across components, the decline expected for October should be widespread,
although stronger in manufacturing due to the fading effect from external demand support,

while the decline in service confidence should reflect the weakness of domestic demand. Across
countries, November figures will show further evidence that core countries are not immune to the
problems in the periphery. Market impact: A sharp drop in PMIs could trigger further tensions in
sovereign debt markets, putting pressure on European authorities to take further action.

Eurozone: Industrial new orders (September, November 23rd)
Forecast: -1.8% m/m Consensus: -2.6% m/m Previous: 1.9% m/m

Comment: Industrial orders are expected to have declined markedly in September, after the strong
increase in August. These figures imply that orders in Q3 as a whole should have remained flat or

even contracting slightly. In addition, confidence surveys also showed that the declining trend in
manufacturing orders has intensified in Q4, suggesting a bleak outlook for the industrial sector in
coming months. Market impact: Worse than expected outcomes could increase market fears not only
of a stronger contraction of activity in the last quarter, but also of its persistence in early next year.

US: GDP, Preliminary Estimate (3Q11, November 22nd)
Forecast: 2.5% q/q Consensus: 2.5% q/q Previous: 2.5% q/q

Comment: Third quarter data released since the advance GDP estimate suggest little change in
economic growth. Despite expectations for a widening of the trade balance in September, higher-than-
expected export growth contributed to a better trade gap compared to the first and second quarters.
However, declining business inventories may have offset any gains to GDP from the narrowing trade
balance. On the consumption side, the advance estimate for PCE was stronger-than-expected and it is
unlikely that the figure will be significantly revised upward. At the same time, gradual strengthening in the
labor market and healthy retail sales suggest a low probability for downward revision to consumption.
Market Impact: Markets remain volatile but most of the concern rests on developments in Europe,

so minimal changes to the GDP estimate should incite little reaction. However, a significant downward
revision could reignite fears of a double-dip recession and of US vulnerability to the European crisis.

US: Personal Income and Outlays (October, November 23th)
Forecast: 01%, 0.3% m/m Consensus: 0.3%,0.3% m/m  Previous: 0.1%, 0.6% m/m

Comment: Personal income and outlays are expected to grow again in October in line with other
consumer data that has trended positive for the month. Wages and salaries have been healthy
compared to earlier in the year, although average earnings in October increased at a slower pace
than in the previous month. Consumer spending increased more than expected in September
and is likely to be softer in October. However, strong retail sales and gradual improvements in
consumer sentiments suggest positive spending growth. Market Impact: Recent data hints at
ongoing improvements in consumer activity, so this release should cause little market anxiety
unless the data suggest a deteriorating economy.

Taiwan: Exports (October; November 21st)
Forecast: 4.2% y/ Consensus: 3.8% y/y Previous: 2.7% yly

Comment: Taiwan's export orders are a leading indicator of the strength of external demand for
much of Asia’s high-tech economies. Export orders hit a two-year low in September, and recent
export outturns in China, the Philippines, and Singapore, among others, show a clear weakening
trend, especially from the US and Europe. We expect the deceleration trend in Taiwan's export
orders to continue in October, partially offset by strong demand from China, where domestic
demand remains strong. Demand for electronics such as semiconductors and components
remains sluggish. Market Impact: Together with Japan’s trade data to be released the same day,
export orders will impact market sentiment; a worse than expected outturn would result in lower
growth forecasts, and raise expectations of policy easing in Taiwan and the rest of 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 (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.



