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Excess debt at center stage

Uncertainties regarding public debt have returned to the center stage. This week was a reminder
of some of the risks that the world economy faces and policymakers must address: fiscal deficits

remain too large, consolidation has not begun in the US, while solvency problems are back within
the eurozone.

In Europe, Greek debt restructuring concerns caused contagion across the board, but markets have
since begun to correct losses felt earlier this week. It was expected that this issue would appear

at some point because, as we have already mentioned, these problems had not been resolved

in a satisfactory manner. In the US, the fiscal debate continues as S&P revised its outlook of the

US’s credit rating to negative on Monday on concerns on how the US will address its “very large
budget deficits and rising government indebtedness.” S&P's revision rattled market confidence,

but the effects have since proven to be transitory and investors' risk appetite has returned. Noise
surrounding US debt ceiling negotiations will most likely continue. But what is more relevant is that
the US economy advances towards fiscal consolidation in the medium term. Yet, what seems clear
is that the world economy still faces plenty of risks and thus, is not on a stable path.

On the macro front, the limited data released did not alter our forecast of slowing growth in
developed economies. Next week, markets will be focused on the Fed's rate decision and press
conference taking place on Wednesday.

Highlights

The Reversal of Extraordinary Monetary Policies

Our expected path for the Feds reversal of paolicies is directly based on BBVAS baseline scenario for GDP
and inflation a gradual increase inflation while the modest economic growth will continue through 20T11.
In our view each stage of the sequence will require communication from the Fed to ensuring clarity

of objectives. We expect the Fed to finish the LSAP at the end of June 2011, with no need for another
round of purchases. The second step is to halt the reinvestment of principal from maturing balance
sheet MBS, likely to be announced either in August or September. In the third stage the Fed will wish to
normalize the balance sheet while at the same time raising interest rates. Given liguidity trap conditions,
the corridor system is the only viable way to increase the Fed Funds rate away from zero. We expect the
first increase rates to occur in March 2012, although there are moderate risks of an earlier hike. In order
to prepare for the first use of the corridor system, the Fed will remove the reference to “exceptionally low
levels for the federal funds rate for an extended period” two months prior to the March rate hike. Sales of
securities on the Fed's balance sheet may occur before, during or after the use of the corridor, as market
conditions allow. Lastly, the Fed will begin to sell its stock of MBS, but this could occur earlier if the Fed
perceives a high level of demand. For further information, see our FedWatch.

Markets

Implications of the downgraded outlook for US debt and the debate on the

budget in Congress

The increase in US debt (relative to GDP) and the lack of political consensus over the budget and the
cap on debt have led S&P to downgrade its outlook for US debt to “negative”. The repercussions of
this on markets in recent weeks have mainly been reflected in two ways: i) upward pressure on the
2/10 Govt swap, since the long ends of curves are more sensitive to fiscal risk; i) Narrowing of asset
swaps. The relationship between Asset Swaps and the budget deficit is direct: during periods with
negative output gaps the state’s tax revenues are low and it must increase debt by issuing more
bonds, which pushes up Govt rates vs. Swap rates (Asset Swaps decline). During expansive cycles
the state issues less debt (reducing the deficit) and Govt rates drop vs. Swap rates, pushing up Asset
Swaps. Going forward, in the coming months the slope will depend to a greater degree on the short
end of the curve, since it will start to discount Fed rate hikes, leading to a bias towards flattening. In
addition, Asset Swaps will remain tied to the budget deficit, which may even mean, depending on
the outcome of the debate in congress, that they return to negative territory (in the case of the 10Y).


http://www.bbvaresearch.com/KETD/fbin/mult/110408_FedWatchEEUU_123_tcm348-253391.pdf?ts=1542011
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Calendar: Indicators

Eurozone: M3 (March, April 29th)

Forecast: 1.8% y/y Consensus: n.a. Previous: 2.0% y/y

Comment: Eurozone lending data for March are expected to reflect a still sluggish credit
performance. M3 is projected to keep growing in March although at a slower pace, after the
surprise registered in February that showed further evidence of credit recovery, albeit still modest.
Across its counterparts, loans to households are expected to have increased further, accelerating
from growth rates observed over the last year. Nevertheless, loans to non-financial corporations
will slowdown its pace of growth, after the rebound observed in January and February. Market
impact: Better than expected outcomes could be received as a sign that credit is recovering, but
also can be read as a trigger for a tighter stance by the ECB.

Eurozone: HICP inflation (April, April 29th)

Forecast: 2.7% yly Consensus: 2.7% yly Previous: 2.4% yly

Comment: We expect headline inflation to be confirmed at 2.7% in April, from 24% v/y in March. With
regard the detailed breakdown our projections show that core inflation could have increased again to
15% yly, driven by an expected rebound in the prices of non-energy industrial goods. Processed food
prices are likely to have increased further, while service inflation should have remained broadly stable.
In addition, recent fuel prices available for April suggest that energy prices should have increased
further, but at a more moderate pace. Market Impact: A further acceleration in core inflation could
increase market concerns about tighter ECB monetary policy in order to face second round effects.

US: FOMC Rate Decision (Wednesday 12:30 ET)
Forecast: 0.25% Consensus: 0.25% Previous: 0.25%

Comment: The Federal Reserve will meet for a regular two-day meeting. In the meeting, the FOMC
members will reveal their latest macroeconomic economic forecasts which will be released three
weeks following the statement. This time, the statement will be released earlier than in the previous
meetings due to the Fed’s new communication strategy. Starting on April 27, the chairman Ben
Bernanke will hold a press conference after each two-day meeting in order to ensure clarity of
objectives and implementation of monetary policy to the markets. We expect no significant changes
in the statement and the FOMC's decisions. The Fed is expected to keep the federal funds rate
unchanged, implement QE2 as planned and continue its current policy of reinvesting interest gains
from MBS into Treasury securities. Our baseline scenario assumes that the Fed will start hiking the
federal funds target rate in March 2012. Market impact: If Bernanke’s press conference or statement
reveals any clues about the timing and pace of the exit strategy, markets will price it accordingly.

US: Personal Income and Outlays (March, Friday 08:30 ET)
Forecast: 0.5%, 0.5% Consensus: 0.4%, 0.5% Previous: 0.3%, 0.7%

Comment: We expect personal income and spending to continue increasing in March. They have
increased 05% MoM in the last two months due increase in consumer prices. Therefore, real personal
spending, for example climbed only by 01% MoM compared to 0.2% MoM increase in the previous 12
months. Due to sharp increases in oil and foods prices, consumers are left with less money to spend
on other goods and services. Therefore, we forecast weaker real personal consumption expenditures
in THN than previously expected. Market impact: If real personal spending jumps significantly higher
than the market expectation, it would imply higher economic growth in 1Q11 and push stock prices up.

Korea: Q1 real GDP (April 27)

Forecast: 4.6% y/y Consensus: 3.9% y/y Previous: 4.7% yly

Comment: The early GDP releases from Korea, together with China and Singapore, serve as

a bellwether for growth prospects in the region. China and Singapore have already released
better-than-expected Q1 outturns, and a strong reading for Korea would confirm the region's
strong growth in Q1, despite headwinds from surging oil prices and, going forward, the impact
from Japan's earthquake. We expect GDP growth to reach 45% in 2011, following last year's 61%
outturn. Market impact: A better-than-expected outturn could strengthen expectations of more
aggressive interest rate hikes, while a weaker outturn would do the opposite, especially given
headwinds to growth in the coming quarters.
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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.

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.



